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WORLD ECONOMIC SURVEY 
1931*32 


PREFACE 

The present Survey is the work of Mr. J. B. Condliffe, 
formerly Professor of Economics at Canterbury College, New 
Zealand, later Research Secretary of the Institute of Pacific 
Relations, and Professor of Economics at the University of 
Michigan, U.S.A. 

In September 1929, the Assembly of tlic League of Nations, 
after reviewing the publications prepared by the Economic 
Intelligence Service in the previous year, passed a resolution 
requesting the Council : 

“ To consider the possibility of arranging for the prepa¬ 
ration in the near future of a comprehensive annual survey 
of economic developments and for the collection by the 
Economic Organisation of all the information required for 
this purpose.” 

At the suggestion ol the Economic Committee, to which this 
resolution was referred, the Council recommended to the Assembly 
at its next session that the proposed Survey should await the 
entry into force of the Statistical Convention, which aimed at 
extending the scope and increasing the comparability of national 
economic statistics. This proposal was endorsed by the Assembly, 
which decided, however, that the work for the Survey should 
be begun during 1931. 

The pages that follow are the outcome of this decision. They 
constitute to a large extent a natural sequel to the report on 
“ The Course and Phases of the World Economic Depression ” ^ 
prepared in 1930-31 under the direction of Professor Bertil Ohlin, 
of Stockholm University, and presented to the Assembly in 
September 1931. 

While this present work by Mr. Condliffe is based mainly 
on data collected by the Economic Intelligence Service of the 
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League of Nations, the interpretation of those data is necessarily 
that of the author. The book is intended to afford an account 
of recent developments which is intelligible to the lay reader. 
For more detailed and technical information, the reader should 
refer to the publications for which the Economic Intelligence 
Service is directly responsible, a list of which is given on page 6. 

A. Loveday, 

Director of the Financial Section and 
Economic Intelligence Service. 


Geneva, August 15th, 1932. 



Chapter I. 

A BACKGROUND OF INSTABILITY. 


(i) Scope and Character of the Survey. 

The period during which this first World Economic Survey 
has been prepared, the year 1931 and part of 1932, has been a 
period of very great financial strain and economic confusion. 
Many of the phenomena reviewed are similar to those of a major 
cyclical depression ; but the length and depth of the depression, 
as well as its universality, suggest that, in addition to the more 
familiar rhythmical causes of business fluctuation, there are other 
and more intractable factors in the situation. 

It is obvious that no survey of recent months would be 
complete if it did not take into account the many international 
consultations that have taken place and the policies evolved 
therefrom. In a period of crisis and derangement such as the 
present, concerted action, whether political or strictly economic, 
is of greater importance than in normal times. 

The present Survey is, however, concerned mainly with the 
background of economic fact against which such action must 
be taken. An endeavour is made to deal, not so much with the 
policies of Governments or even of commercial, financial, and 
industrial institutions, however important, as with the confused 
and multitudinous activities of the peoples of the world in their 
everyday struggles for livelihood. Necessarily, this background 
of individual effort can be sketched only in broad generalities 
interpreted from such statistical and other information as is 
available. The basic structure of economic life remains decen¬ 
tralised and individualistic. It is true that, in addition to the 
Russian experiment in social planning, there has everywhere, 
in recent years, been a greater degree of political intervention 
in economic life. There has also been a strong tendency towards 
more definite organisation within industry itself, and towards 
closer integration of industry, commerce and finance. Even 



allowing for these modern trends, however, the mass of economic 
activities still rests upon the rather confused competitive basis 
of effort by individuals and small groups. In this sense, there 
is no economic system and no hierarchy of direction or control. 

Even within national units, the pattern of economic life, 
though it may change and may sometimes change rapidly, 
is largely determined by geographical resources, by population 
movements, by the social and cultural traditions of the people, 
and, strikingly in some cases, by political groupings and re¬ 
groupings. There are definite limits to the possibility of adding 
to a country’s economic stature by merely taking thought. 

When international economic relations are considered, the 
influence of these underlying factors is even clearer. The econo¬ 
mic world is a developing organic whole. The demands of ulti¬ 
mate consumers, the production organised to meet their wants, 
even the population and, still more, the financial resources 
needed in that organisation, are apt to escape national limits. 
The best-laid schemes either of political or of economic regulation 
may be baffled by shifts in demand, by the appearance of sub¬ 
stitutes or new production, by flights from national currencies, 
movements of population, or changed currents of trade. Scien¬ 
tific and technical progress, the opening-up of new resources, 
colonisation of new areas, shifts of social attitudes, are always 
bringing new forces into play. To an economic historian of the 
future, the opening of the Panama Canal in 1913, the develop¬ 
ment of electrical communication, an increased awareness of the 
importance and possibilities of international co-operation, the 
penetration of scientific ideas to peoples hitherto backward, 
may well seem more important features of our era than many 
of the immediate problems that occupy our contemporary 
thought. 

The only practical way in which these trends of worldwide 
economic development may be studied is by massing the complex 
and confused individual activities from which they emerge in 
statistical measurements of population change, production, trade, 
capital movements, shifts in the localisation of industry, changes 
in relative prices and similar phenomena. Not all the factors of 
economic change can be measured in this way, and the record 
of past attempts at descriptions of contemporary progress does 
not give much ground for expecting that the perspective of 
the present will correctly anticipate the proportions which 
future historians will ascribe to the conflicting tendencies under 
review. The usefulness of this Survey, however, does not depend 
upon a prophetic accuracy which experience shows to be unattain¬ 
able. It is intended to register, from a contemporary stand¬ 
point, and within the limits set by available material, the actual 
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trends of economic development within a brief period. The empha¬ 
sis throughout is upon generalised world-trends, and the aim 
is objective exposition rather than explanation or interpretation. 

(ii) The Dislocation of the War Period. 

The economic facts of such a critical period as the present, 
and the relation to them of the economic policies which have been 
recently followed, must necessarily be considered in the setting 
of the recent past. 

While it would be out of place, as well as premature, in this 
Survey to attempt any considered estimate of the full effect of 
the war upon subsequent economic development, it is necessary 
to remember that the post-war generation was faced with tre¬ 
mendous psychological as well as material tasks of reconstruc¬ 
tion. The economic world of 1931 differs vastly from that of 
19 13. The hegemony of Western Europe has been challenged, 
~not“l)y an orderly development, but by an abrupt transition. 1 
North America is more powerful financially, a new complex of 
international trade is growing up in the Far East, Italy has 
introduced its system of corporative organisation, a new Russia 
poses itself as a conundrum for the rest of the world. The world 
as a whole hesitates between the contradictory principles of 
international co-operation and economic nationalism, the capital 
movements which are its life-blood have become confused and 
irregular, its former reliance upon free enterprise and compe¬ 
tition as a regulatory principle is much weakened and, as one 
result of this halting between opinions, its monetary mechanism 
has functioned with increasing difficulty and finally broken 
down. It is not too much to say that the war threw the economic 
world off its pre-war centre of gravity, and, in doing so, liberated 
new forces which are not yet easy to appreciate either in regard 
to their power for change or in regard to the directions where 
they will ultimately lead. The first efforts at reconstruction 
traced in the remainder of this chapter were efforts to recon¬ 
struct once more a stable world system; but the forces of insta¬ 
bility let loose by the war have proved unmanageable in the first 
attempt. 

(iii) Tiie World’s Population. 

In the post-war period there has been a marked accentuation 
of the movements which have for some time been tending, if 

1 Cf. Alvin II. Hanson, Economic Stabilisation m an I'nbalanced World : New 
York (Harcourt Brace), 1932. Chapter!, foi a discussion of the acceleration and 
distoition of pre-war tendencies to change 
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not to redistribute the population of the world, at any rate to 
shift its centre of gravity. There is at present no possibility of 
securing complete statistical information even concerning such 
an elementary fact as the total number of the world’s popu¬ 
lation. Such information as is available must be interpreted 
with very great care. In the accompanying map, 1 an endeavour 
has been made to put together, for rough comparison between 
large significant areas, two basic estimates—the total numbers of 
the population in 1930 and the approximate rates of increase in 
the decade 1920-1930. In order to emphasise the very approxi¬ 
mate nature of the estimates made, they have been shown in 
round figures, millions of inhabitants, and decennial rate of 
increase per thousand. 

There are further qualifications, however, which must be 
added. Not only are the total numbers of population not known 
in many States, but there is no possible method of indicating 
the character of the various populations as regards density in 
relation to resources, age-groupings, occupation, vitality or 
economic efficiency. 

As for the rates of increase shown, there is obviously great 
difficulty of estimation in many areas. When a rough calculation 
is at length made, it is compounded of two factors— the natural 
increase of births over deaths and the loss or gain by migration. 
Some attention is given later to the remarkable changes in 
migration movements since the war ; but it is not possible to 
estimate the separate influence of migration as distinct from 
natural increase in the expansion of the areas considered. 

Despite the qualifications which must be attached to the 
calculations, they appear adequate to support certain broad 
deductions. Probably the most significant of these is the obvious 
tendency towards the stabilisation of the population of Western 
Europe. 

The only great region which has apparently increased more 
slowly is China, where the figures are very uncertain. For the 
total population, the estimates of Chinese statisticians, as 
expressed, for example, in papers presented to the meeting of the 
International Institute of Statistics at Tokyo in 1930, have been 
followed rather than the lower estimates of some Western autho¬ 
rities. 2 

Of these two large areas of comparatively slow increase, 
Western Europe appears definitely to have reached a stage in 
the population cycle where further slowing down may be expected, 


1 Inserted at the end of the volum\ 

8 Cf., c.g , the view taken by Professor Walter F. Willeox in his surve> of 
the world’s population which prefaces the second volume of In* emotional Migrations: 
New York, National Bureau of Economic Research, 1 ( K10 
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because of the increasing age of the population and the declining 
birth-rate. The position in China is more obscure and, in the 
opinion of some students, there are strong lac tors making for 
increase in the future. If the spread of scientific ideas and 
industrial progress should continue and, at the same time, the 
death-rate is lowered by better control over epidemic and other 
deseases, the tendency to increase will be greatly strengthened. 

It is perhaps significant that the areas ol most rapid increase 
are those where the utilisation of agricultural and mineral 
resources has hitherto been backward. This development is 
clearly seen when the more detailed demographic statistics of 
each country are studied. British Columbia shows a high rate of 
increase among Canadian provinces. California has increased by 
almost 66 per cent in ten years, as compared with the average 
United States increase of 16 per cent, and the Hawaiian Islands 
have increased by 42 per cent. There has been a very marked 
increase in the Malayan region — the population of British 
Malaya has grown by 31 per cent, that of Sumatra by 31, of 
Java by 19, of Dutch Borneo by 36, of the Celebes by 36 and of 
the Philippines by 16 per cent. As the immigration and trade 
returns show, there is evidently a new economic grouping 
developing in the region from India to Japan. There has also 
been a substantial increase of population in Asiatic Russia, 
but it is difficult to estimate even an approximate figure for it. 

There are, of course, many conflicting and contradictory 
tendencies. There is always in process an ebb and flow of popu¬ 
lation within national boundaries, domestic migration following 
economic opportunities. In Australia, the high rates of increase 
in Western Australia and Queensland seem to reflect immigration 
and protective policies which particularly affect those States. In 
the Argentine, an average increase of 31 per cent is by no means 
evenly spread over the whole country, but is most pronounced in 
the southern provinces. In British South Africa, the Rhodesias 
are growing faster than the Union. In the United States, there 
is rapid development all along the Pacific Coast, in the new 
manufacturing south and in the automobile region around the 
Great Lakes. In Canada, there is rapid development on the 
Pacific coast and new mineral activity in northern Ontario. But 
the variety of forces at work is perhaps best illustrated by 
reference to the map of Europe. 1 

The first fact that leaps to the eye is the rapid increase of the 
peasant agricultural populations in Eastern Europe. The highest 
rates of increase are in Greece (27 per cent) and Bulgaria (23 per 
cent). In the former, the settlement of refugees after the war 


1 Inserted at the end of the volume. 
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added considerably to the population, and there was some 
refugee settlement in Bulgaria also ; but in both cases birth¬ 
rates are high. Yugoslavia (16 per cent), Poland (16 per cent) 
and Roumania (15 per cent) are also increasing fast in numbers. 
In the Baltic countries, there are considerable differences of 
development. Tariff policies, trade relations with Soviet Russia, 
the position of important pre-war ports like Memel and Danzig 
complicate a situation already disturbed by changing trade and 
varied resources. 

The Scandinavian countries and Finland show conflicting 
tendencies also. Sweden, as a whole, increased only by 4 per cent, 
but the district around Stockholm increased by 19 per cent, 
and new mineral enterprises in the north, plus timber and agricul¬ 
tural development, also attracted population. 

In Western Europe, one of the most marked features has been 
urban concentration. Berlin and Hamburg increased much faster 
than the rest of Germany. The region around Rome has apparently 
increased almost four times as last as the average for all Italy. 
In Spain, too, the urban areas have increased rapidly; but the 
clearest example is in Great Britain; there has been a marked 
shift of industry from north to south and several counties around 
London have increased by from 20 to 30 per cent, though the 
average for Great Britain as a whole is less than 6 per cent. 

Both in Britain and in France, and to some extent in Sweden 
and Norway, there has been rural depopulation. Every section 
of Ireland and practically every county in Scotland and Wales, 
as well as some rural districts in the east of England, show a 
decline of population. There is a similar decline or a small 
increase in a great belt of central France and in the south-west 
of Belgium. 

In all these countries, there are distinct indications of 
re-grouping and re-localisation of industries, apart from the drift 
to urban centres. Thus in France, the heaviest increase is shown 
in the industrial north and in Lorraine ; there is a noticeable 
thickening of population on the coalfields which straddle the 
Dutch-Belgian border, and in England some parts of the Midlands, 
as well as the districts around London, are attracting population. 
But the clearest case is that of Spain, where not only the great 
industrial ports like Barcelona, but also the iron and coal 
districts in northern and south-central Spain are increasing in 
numbers very rapidly. 

It is clear, therefore, that there are a great many confusing, 
and to some extent contradictory, forces at work. It is difficult 
to make valid historical comparisons ; but it seems probable 
that the growth of industrial Western Europe (in population at 
least) has definitely slackened. Within Europe itself, the main 
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increase of population is taking place in the eastern countries. 
The development of such other regions outside Europe as South 
America, Malaya, North America 1 and Oceania is even more 
marked. The play of natural forces, such as the exploitation of 
hitherto neglected resources, has been complicated by political 
interference, especially by the setting-up of tariff and immigration 
barriers, by the progress of urbanisation, by the increasing variety 
of governmental services, and by a host of similar factors. But it 
would seem that the rapid increase of population, so characteristic 
of Western Europe in the nineteenth century, has now been slowed 
up in that region, while increasing productivity, supplemented 
by improved hygiene, has created a tendency for numbers to 
increase in the more outlying parts, not only of Europe, but of 
the rest of the world. The density of the masses of population 
in Europe, China and India is so great that even small rates of 
increase will maintain their dominant positions. On the other 
hand, the great relative wealth, as well as the more rapid rates 
of increase in the North and South American countries, Australia 
and New Zealand, and the wealth of resources in other developing 
regions, such as the Malayan archipelago and Rhodesia, have 
already exercised considerable influence upon the world currents 
of trade, investment and migration. It is probable that the 
population movements thus summarily described are likely to 
continue. Their operation has been modified and checked to some 
extent in the recent crisis ; but they must be reckoned with in 
any consideration of the immediate future. 

(iv) The Currents of Migration. 

The freer movement of peoples, which resulted from the 
disturbance of traditional economic organisation as the new indus¬ 
trial technique spread from country to country in the nineteenth 
century, found its most effective and dramatic expression in the 
great trans-Atlantic migrations of European peoples. First the 
untilled lands of North America, and Australia and New Zealand, 
and, later, the developing industries, particularly of the United 
States, attracted great numbers from the increasing populations 
of almost all European countries. The South-American States 
also received a considerable stream of immigrants, and, in later 
years and on a smaller scale, a current of migration has flowed 
to the newly-opened agricultural and mineral resources of 
Southern Africa. 

This movement of the European peoples was, however, 
declining even before the war. The capacity of the receiving 


1 See map inserted at the end of the volume. 



16 — 


countries was being taxed, assistance was not granted so freely, 
and the immigrant found it gradually more difficult to establish 
himself in his adopted land. For a variety of reasons, the 
post-war decade has witnessed a further sharp contraction 
of these migratory movements. Legislative restrictions were 
super-imposed on economic difficulties and, in the years of 
depression since 1929, the migration has dwindled almost to 
nothing. 

The most important factor in this stoppage of migration has 
been the increasing restriction imposed by the United States. 
At its peak, the immigration into that country, mainly from 
Europe, for some years averaged over a million. In the five years 
immediately preceding the war, it averaged over 700,000. That 
figure was almost reached again in the rush to enter before the 
quota regulations were imposed in 1924 ; but there has been a 
steady decrease since then up to 1931, when there was a small 
net emigration. While the stoppage of immigration from Europe 
was, until the onset of the depression in 1929, partially offset by 
a large seasonal, and some permanent, inflow of Mexican labourers, 
and there was also immigration from the Philippines, as well as 
unrestricted migration between Canada and the United States, the 
virtual exclusion of European immigrants is a major economic 
development. It is, perhaps, correlated with the considerable 
increase, previously noted, of the peasant populations of Central 
and Eastern Europe. The United States no longer affords an 
outlet for the natural increase of those peoples, who are thrust 
back upon their own economic resources. 

Immigration into Canada has not shown the same marked 
tendency to decrease ; it has been irregular, with sharp declines 
in depression years. Australia and New Zealand also, after some 
tendency to increased immigration in the immediate post-war 
years, have absorbed fewer and fewer people and, finally, have 
registered actual losses of population by net emigration in the 
present depression. There has been a marked decline of immi¬ 
gration also in such South-American countries as the Argentine. 
While there may be some recovery of immigration to these areas 
when the depression ends, it is unlikely to be on a scale large 
enough to compensate for the restrictions imposed upon entry to 
the United States. The virtual stoppage of trans-oceanic 
migration from Europe must therefore ne reckoned as an out¬ 
standing fact of the post-war period. 

Movements within continental areas are more difficult to 
estimate but probably have not been on a scale great enough to 
compensate for the dwindling of the trans-Atlantic migration. 
France stands out among the European countries as receiving the 
largest stream of immigrants. The exact number is very difficult 
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to determine, as there is a constant ebb and flow of passenger 
traffic across the frontiers, and it is all but impossible to determine 
the number of immigrants as distinct from tourists, or to decide 
how much of the immigration is permanent and how much 
seasonal. The official figures show a very heavy fluctuation, the 
highest net figures of immigration recorded being over 200,000 
in 1923, and 175,000 in 1930, while in difficult years such as 
1921, 1927 and 1931 there was net emigration. 

The most significant and largest contemporary movements 
of migration since the war have occurred in Asia. For some years, 
there has been proceeding a migration from China proper to 
Manchuria, comparable only with that of the greatest rush 
to the United States. Since 1907, about 200,000 Japanese and 
a number of Koreans, variously estimated at from 400,000 to 
1,000,000, have settled in this region, together with a community 
of Russians roughly estimated at 80,000. But the more significant 
movement has been the mass immigration of Chinese peasants 
which set in about 1923. A seasonal movement of labourers had 
long been customary from the northern provinces of China 
proper ; but for some years after 1923 there was a greater tendency 
for permanent settlement of a larger number of immigrants. 
Various estimates have been made of the extent of this immi¬ 
gration, ranging from over 400,000 in 1923 to a peak of about 
1,200,000 in 1927, falling again to about 300,000 in later years. Of 
these numbers, an increasing proportion, which rose to about 
60 per cent, remained for permanent settlement and an increasing 
proportion of women and children has been noted among the 
immigrants. 

The other great current of migration in the Far East in 
recent years has been from South-East China and, to some extent, 
from India to the rapidly developing tropical regions of British 
Malaya, the Dutch East Indies and, less important at present, 
the Philippines. The net gain of the Straits Settlements by 
immigration in the year 1926 was almost 340,000 ; but, in this 
region, as elsewhere, economic depression has brought about 
measures of restriction by all the Governments concerned. The 
Federated Malay States, to which, in the past few years, large 
numbers of Chinese labourers have migrated, seeking work in the 
tin mines and on the rubber plantations, were forced, in 1931, 
to limit the immigration to a third of the previous monthly 
average, and, at the same time, to provide relief work for the 
unemployed and make repatriation arrangements for considerable 
numbers. 

Even in these new areas of migration, therefore, the restrictions 
on freedom of movement tend to multiply, especially in years 
of crisis. In the older areas, this tendency is much more pro- 
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nounced. It is clear that such migration restrictions should be 
included among the many ways in which, in the post-war period, 
almost all Governments have interfered with the free play of 
economic forces. 


(v) The Spread of the Industrial Revolution. 

The fact that population is increasing faster in the countries 
which have not hitherto been highly industrialised—in Eastern 
Europe as well as in the Americas and Asia— raises the question 
as to how far industrial development follows this shift of 
population. 

New industries, established in regions where the large-scale 
organisation of industry for a considerable time has built up 
both markets and auxiliary aids to production, gain many 
advantages of economical production. The existence of a large 
market and of transport, banking and commercial facilities, as 
well as the convenience of proximity to related and subsidiary 
forms of production, abundant supplies of skilled labour and 
technical knowledge, and saving of time and interest charges give 
strength and resilience to already established industrial areas. Yet 
technical progress is always tending to undermine these estab¬ 
lished positions and such an event as a great war, followed by 
years of unsettlement, may well prove a turning-point in the 
localisation of important industries by providing the occasion 
to build new industrial aggregations which, in their turn, develop 
strength from the very fact of their size. 

In the decades immediately preceding the war, and still more 
in the first post-war decade, the relatively more rapid rate of 
increase in consumer’s demand in North and South America, 
Australia and New Zealand has provided a powerful incentive 
'to localisation of manufacturing industries in those regions, and 
the same forces are observable also in Asia. 

Attention has already been drawn to the fact that these are 
regions of rapidly expanding population. 

In the post-war decade, production and national income 
increased rapidly in these countries also, especially in Canada and 
the United States, so that there is little doubt that there has, 
for some time, been a definite pull of rapidly increasing consumer 
income attracting industrial development to these regions. 

A second factor which has an important bearing on the loca¬ 
lisation of industry is the cost of transport. The cost of transport 
by sea has decreased substantially. For many technical reasons, 
as well as because of greatly increased shipbuilding just after 
the war, ocean freight-rates have fallen heavily. 
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Index Numbers of Ocean Freight-rates and Wholesale Prices , 

1913-1931 . 1 


Year 

United Kingdom 

United States 

Germany 

Freight 

index 

Wholesale 

prices 

Freight 

index 

Wholesale 

prices 

Freight 

index 

Wholesale 

prices 

1913 . . . 

100 

100 

100 

100 

100 

100 

1924 . . . 

127 

165 

106 

141 

100 

137 

1928 . . . 

110 

142 

97 

139 

102 

140 

1930 . . . 

82 

113 

85 

121 

92 

125 

1931 . . . 

85 

98 

85 

105 

81 

1 

111 


The costs of land transport are much more difficult to estimate. 
There is increasing competition on the roads and in the air, both 
for passenger and for freight traffic. Such indices as are available, 
however, suggest that railway rates, while probably not, on the 
average, higher than before "the war in relation to the general 
level of wholesale prices, have not fallen as much as sea freights. 2 

Certain conclusions emerge from these facts. Transport costs, 
and especially sea freights, being lower, are a less important 
factor in the localisation of industries, which are therefore 
attracted by other forces such as increasing consumer’s demand. 

A further consequence of the reduced costs of sea transport 
has been the diminished importance of coal deposits which, in 
the nineteenth century, were perhaps the dominating factor in 
the localisation of industries. Manufacturing grew up on the 
coalfields or at such ports as could provide cheap coal by utilising 
it for return cargo. Not only is it now cheaper to transport 
coal, but the importance of coal as a source of power constantly 
diminishes. There have been great technical improvements in 
the utilisation and economy of coal and, in addition, competitive 
sources of power, particularly petroleum and electricity, have 
been rapidly developed. The world production of coal remains 
at about the same level as before the war ; but the production 
of other sources of power has increased greatly. 


1 United Kingdom, Statist ; United States of America, U.S. Department of 
Commerce; U.S. Bureau of Labor Statistics ; Germany, Wirtschaft und Statistik. 

8 See report of the Special Committee on Competition between Railways and 
Waterways (League of Nations document C.127.M.43.1929.V11*) and United 
States Commerce Year-Book , 1930, 1. 
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World Production of CoaU Lignite and Petroleum . 1 
(000,000’s omitted.) 


Year 

Coal 

Lignite 

Petroleum 

Metric 

tons 

Index 

Metric 

tons 

Index 

Metric 

tons 

Index 

1913 . . . 

1,216 

100 

127 

100 

54 

100 

1924 .. . 

1,192 

98 

169 

137 

141 

261 

1928 . . . 

1,250 

103 

214 

166 

183 

312 

1930 . . . 

1,213 

100 

192 

149 

195 

365 

1931 2 - . . 

1,068 

88 

176 

139 

189 

350 


It is not surprising to find, therefore, a distinct tendency for 
industry to be released from its former dependence upon proximity 
to coal supplies so that it is freer to establish itself close to the 
growing consumer’s demand or to sources of bulky raw materials. 
The statistics show that, in fact, these two attractions tend to 
coincide. The production of raw materials is increasing fastest 
in those regions where population and consumer’s income are 
expanding. 

Besides the two related factors of increasing consumer’s 
demand and supplies of raw material, which are tending to 
attract industrial development away from the older centres of 
concentration and particularly from Europe, there must be 
considered the important factor of labour supply and labour 
cost. There is much controversy and uncertainty concerning the 
extent to which lower labour costs offer competitive advantages 
to the establishment of industries in countries with relatively 
low standards of living. The whole problem is greatly confused 
by the attention directed to the wage-levels, rather than to the 
costs per unit of output. When the efficiency of the labourer 
is considered, it is obvious that there is no necessary connection 
between low wage rates and low costs of production. Various 
investigations have shown that any advantages of lower costs 
of production possessed by the textile industries now developing 
in the Far East are very little due to low labour rates per unit 
of production ; they are derived rather from such factors as 
proximity to the market, utilisation of up-to-date machinery, 
and better industrial organisation. It might indeed well be argued 
that low standards of remuneration reflecting low levels of effi¬ 
ciency, instead of providing an encouragement to industrial 
development, offer the most difficult obstacle to it. 


1 Statistical Year-Book of the League of Nations, 1931-32. 
* Partly estimated. 
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A German economist has recently attempted a statistical 
verification and measurement of this tendency towards the 
dispersal of manufacturing production by endeavouring to 
answer the question whether the post-war industrial developments 
in the countries outside Europe were merely a passing effect 
of the war or part of a permanent tendency towards the dispersion 
of industry. 1 By dividing the industries of a number of countries 
into various types characteristic of different stages of industrial 
development, he was able to demonstrate a clear tendency for 
progression from a stage dominated by simple goods for immediate 
consumption, through an intermediate stage, to one where 
industries engaged in “ real ” capital production provided more 
than 50 per cent of the production of the country. It may 
therefore be inferred that the tendency towards industrial 
development in hitherto backward lands is likely to continue. 


(ui) The Restoration of Production. 

At the conclusion of the war, there was in the world as a 
whole a state of general economic confusion. On the one hand, 
there was a widespread shortage of important foodstuffs and raw 
materials in those areas which had lelt the effect of years of 
blockade. In certain instances, this impoverishment threatened 
actual famine, which was not easy to avert, since not only the 
organisation of essential services, such as transport, but also 
the credit and trading mechanism had largely broken down, 
while the spirit of the people was temporarily affected by privation 
and defeat. These difficulties were accentuated also by the dis¬ 
ordered public finances and currency strains, which resulted in 
successive flushes of inflation that completed the destruction 
of public confidence. Moreover, actual hostilities dragged on in 
various parts of Europe for several years after the principal 
conflict terminated at the end of 1918. 

On the other hand, the war effort in some countries, particu¬ 
larly in industries like shipbuilding, had just begun to reach the 
peak of productivity, while other forms of production less 
essential for war purposes had been starved of resources and 
labour. The sudden reversal of the powerful machinery that had 
been built up for the prosecution of the war, the resumption of 
peace-time activities, the loosening of State control and release 
q! private enterprise, and the reabsorption into normal industry 
of millions of combatants presented gigantic problems of re¬ 
adjustment. Stocks of commodities like wool suddenly appeared 


1 W. Hoffmann, Stadien und Typen dcr Industrialisienmg. Jena: G.Fischer, 1931. 
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as a crushing weight upon the markets ; but, as hitherto repressed 
demands made themselves felt, most of these stocks rapidly 
disappeared and world shortages were revealed. Since war- 
controls were, in most cases, abandoned soon after the war ended, 
the necessary readjustments of demand and supply involved 
violent fluctuations in prices which, together with the sudden 
cessation of war credits, were primarily responsible for the acute 
financial crisis of 1920-21. The turnover from the concentrated 
effort at providing military resources to the decentralised 
competitive resumption of the multifarious activities of peace 
not only involved the scrapping of vast quantities of specialised 
equipment, but created a period of confusion which was at 
least equally wasteful. 

The restoration of the material destruction caused by the 
war and the further increase of productivity necessary to regain 
and surpass the pre-w r ar levels of output were not, however, 
the most difficult tasks confronting the post-war generation. 
The stimulus of war effort and the breaking down of traditional 
restrictions left important legacies, not only of mechanical inven¬ 
tion, but also of organisation. The really difficult problems of 
the first post-war decade proved to be, not the increase of material 
production, but the balancing of effort and resources between 
countries and between industries, the reconstitution of trading 
relations, adjustment to the considerable shifts in income distri¬ 
bution caused by war debts and taxation, as well as to a greatly 
changed pattern of international indebtedness, and the rehabili¬ 
tation of the world’s badly deranged currency and banking 
systems. 

The available statistics of production, both national and 
international, support this conclusion. Actual production may 
be measured by tabulating the total world-wide quantities of 
the principal foodstuffs and of materials produced in important 
basic industries, and by combining the results in a weighted 
average. This method, which has been followed by the Economic 
Intelligence Service of the League in the Memorandum on Pro¬ 
duction and Trade , first prepared for the International Economic 
Conference in 1927, and since continued annually, gives an index 
derived from a representative sample of raw materials and 
foodstuffs. It cannot be regarded as a measurement of the total 
volume of world production and still less of its value, but is 
an indication of the trend of production of raw materials and 
foodstuffs. 

A brief summary of the results obtained in these calculations 
discloses illuminating trends. In order to obtain a comparison 
with pre-war times, the statistics for 1925 may be considered, 
since this year is now generally recognised as a turning-point 
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in post-war development. The year 1925 was one of comparative 
political settlement followed by considerable progress in financial, 
monetary and trading relations. Production had been steadily 
increasing, and an exceptionally good harvest in Europe raised 
the indices of production very distinctly, so that the per capita , 
as well as the total, production of the world, as measured by 
these indices, was greater than in 1913, though not as great as 
it might have been if the steady pre-war increase of productivity 
had not been interrupted. The situation in 1925 may best be 
summarised briefly in tabular form. 

World Production in 1925 compared with 1913 . 

Percentage 

(about) 

Increase in world population. 5 

Increase in production of foodstuffs. 10 

Increase in production of raw materials.25 

Increase in quantum of world trade. 7 

At this stage, however, it is necessary to point out that the 
recovery of world production after the severe depression of 
1920-21 up to the year 1925 was much more marked in the 
rest of the world than in Europe. The following table is suffi¬ 
cient to show that, by 1925, Europe had barely recovered its y 
pre-war level of production, while her trade lagged behind by 
some 9 per cent and her exports were still some 14 per cent 
below the pre-w T ar figure. The reintegration of the post-war 
world had hardly begun. The process of disintegration in Europe 
had been arrested ; but such progress as had been made in 
restoring the pre-war rate of increasing productivity was almost 
wholly in the areas outside of Europe (and particularly in North 
America) which had been less vitally affected by the war. 


Indices of Production 
(1913 = 

and Trade, 
100.) 

1925 . 


Region 

Population Production 

Quantum 
of trade 

Europe. 

101 

102 

91 

North America.• 

119 i 

126 

139 

Rest of world. 

106 

121 

12(5 

World. 

105 

116 

107 


The next five years, from 1925 till the third quarter of 1929, 
offer a remarkable contrast. In retrospect it is clear that this 
was a period of remarkable productive activity, culminating 
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in a considerable boom which was, however, masked at the time 
by the absence of many characteristic features, particularly a 
rising level of commodity prices, usually associated with boom 
conditions. Reference has already been made to the favourable 
political conditions which contributed to a general restoration 
of confidence at this time. The evacuation of the Ruhr, followed 
by the first approach towards a settlement of the reparation 
problem by the Dawes Plan, the stabilisation of inflated currencies, 
successive settlements of intergovernmental indebtedness, the 
reconstruction of the public finances of various Central and Eastern 
European countries, and the political rapprochement signalised 
by the agreement at Locarno and the entrance of Germany 
into the League were all powerful factors in improving public 
confidence, to which probably the good harvest of 1925 contri¬ 
buted materially. A fortuitous encouragement was given to 
industrial recovery in many European countries also by the 
British coal strike of 1926. 

In these more favourable circumstances, the rebuilding of 
Europe afforded a welcome outlet for the greatly increased 
productive capacity of the post-war world. The statistics, not 
only of production, but also ol trade and capital movements, 
show clearly that, in these five years, there was a definite 
acceleration of world production and trade and that the major 
increases took place in Europe, which recovered a great part of 
its relative pre-war position, while the rest of the world continued 
to expand steadily. The reintegration of the world economic 
system had begun ; but readjustments were staved off tempo¬ 
rarily by the lact that the reconstruction of Europe demanded 
increasing quantities of capital and capital goods. In other words, 
the period 1925-1929 experienced a construction boom, based 
upon the need for re-equipping the European countries. The 
extent of this boom is perhaps best indicated by the following 
table, which is comparable with those cited for the previous 
period 1913-1925: 

World Production in 1929 compared with 1925. 


Percentage 

(about) 

Increase in world population. 4 

Increase in production of foodstuffs. 5 

Increase in production of raw materials.20 

Increase in quantum of world trade.19 


The very rapid rate of increase in the world production of 
raw materials shown above is fully borne out by the statistics 
available for various manufacturing industries in these years. 
The production of pig-iron in the world rose by 28 per cent; 
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that of steel by 33 per cent. The United States recorded an 
increase of 87 per cent in the demand for machine tools and 
a 48 per cent increase in that for foundry equipment; ship¬ 
building in the world as a whole increased by 27 per cent, the 
production of automobiles by 29 per cent, the production of 
artificial silk was 132 per cent greater, and the consumption of 
crude rubber 43 per cent more than in 1925. 

The general evidence of these figures is unmistakable and 
can be stated summarily. World production of foodstuffs had 
kept pace with population increase, but the production "of raw 
materials and, even more, the production of finished goodsliad 
increased much more rapidly. Within this general increase, 
however, there were many contradictory and fluctuating factors, 
so that it is necessary to examine the geographical distribution 
of the increasing production and to compare it with the move¬ 
ments of international trade. 

The geographical distribution of the greatly increased pro¬ 
duction between 1925 and 1929 is best shown in the table below. 


Indices of Production and Trade , 1929. 
(1925 - 100.) 


Region 

i 

Popula- 1 
tion j 

] 

A 

Food¬ 

stuffs 

; 

Production 

B 

Raw 

materials 

i 

i I 

A + B | 

1 

Quantum 
of trade 

Europe. 

105 

i 110 

131 

117 

| 122 

North America. . 

100 

97 

111 

105 

1 119 

Rest of world . . 

103 

105 

119 

109 

1 112 

World. 

101 

105 

120 

111 

1_ 

119 


It so happens that the year 1929 was one of poor harvests in , 
North America, particularly in Canada, so that the production ' 
of foodstuffs in that area was considerably lower than in the 
previous years. 1 Even if allowance is made for this fact, it is 


1 Comparable statistics for 1028 were ■ 


Region 

Popula¬ 

tion 

Production 

Quantum 
of trade 

A ! 

Food- | 
Stuffs 

B 

Raw 

materials 

A - B 

Europe .... 

104 

106 

110 

110 

117 

North America. . . . 

104 

108 

106 

107 

115 

Rest of world . . . 

102 

106 

116 

114 

110 

World. j 

103 

106 

112 

108 

115 


2 
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clear that the acceleration of world production, particularly of 
raw materials, was very largely due to the rapid advance in 
Europe. There was little compensatory adjustment in the rest 
of the world, which continued to increase its production steadily. 
More detailed examination of the statistics shows that, in the 
five years 1925-1929, the production of coal in Europe increased 
by 20 per cent, of pig-iron by 38 per cent and of steel by 41 per 
cent, while other basic raw materials showed similar increases. 

In these circumstances, it is not surprising to find that the 
effort to restore Europe to its pre-war position in the world’s 
economy without compensatory readjustments in the rest of the 
world should have led to a considerable degree of maladjustment 
in the supply and demand for essential raw materials and food¬ 
stuffs. This maladjustment was not revealed unlil the con¬ 
struction boom in Europe began to fail, but by the end of 1929 
there was much evidence of the accumulation of stocks and of 
the existence of surplus capacity of manufacturing production 
and irregular price movements betokening the development of 
large gaps between the demand and supply of basic products. 

This evidence has been fully reviewed in a previous publication 
of the Economic Intelligence Service of the League, 1 and need 
not be recapitulated here. In that publication also attention 
was directed to the many structural changes in industry - - the 
mechanisation of agriculture, increased production of such 
materials as rubber, copper and cotton, and all the changes 
summed up in the term “ rationalisation ” of industry. The 
whole period was one of very rapid technical and mechanical 
progress, accompanied by even more important progress in the 
organisation of industry and commerce. At the same time, the 
post-war world had witnessed great changes in what formerly 
were relatively stable demands for basic, especially food, products. 
This is perhaps one aspect of the rising standard of living discussed 
in Chapter VIII. The dilemma has arisen of demand passing 
from the primitive and calculable wants to a more capricious 
range of desires which, however, can be satisfied only by eco¬ 
nomic organisation of an elaborate and therefore relatively fixed 
character. 

It is not possible, in any brief summary such as this intro¬ 
duction to a survey of events in 1931-32, to present more than 
hints and suggestions as to some of the more obvious causes of 
instability in the immediately preceding period. The task of 
rebuilding the world economic order, which had been shattered 
by an exhausting war, was not an easy one, and it is hardly 


1 The Course and Phases of the World Efonomic Depression: Geneva, published 
by the Secretariat of the League of Nations, 1931, especially Chapters I and II. 
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surprising that the first decade of reconstruction should have 
revealed complex and baffling problems. The rebuilding of the 
pre-war world would have been a difficult task ; but the actual 
task of constructing a new world order, in which many elements 
of change had to find a place, was infinitely greater. New vested 
inleresls had grown up together with new social doctrines, and a 
general fear of social disorder reinforced the pleas that were 
insistently put forward for protection of threatened groups and 
industries by extraordinary public measures. In the recon¬ 
struction boom, based as it was upon large extensions of credit to 
countries which had never before been able to borrow upon 
such a considerable scale, there were inevitably some elements of 
wasteful expenditure, a phenomenon that was by no means 
confined to the borrowing countries. 1 When the flow of credit 
dwindled suddenly in 192S and 1929, this waste was revealed. 
The burden of debt incurred, largely for sound productive 
purposes, but partly also for expenditure that proved to be 
uneconomic, was then recognised to have created obligations that 
were extremely difficult of fulfilment. In order to discharge these 
obligations, a greatly expanded volume of world trade at a rela¬ 
tively high level of prices would have been necessary; but inter¬ 
national trade, even after 1925, had barely kept pace with pro¬ 
duction, and some ol the major creditor countries, so far lrom 
facilitating the payment of the obligations due to them in the 
only practicable way by the receipt of goods — imposed greater 
restrictions upon imports. Payment might have been accepted 
for a time in the form of securities representing a continuing export 
of capital ; but, in the long run, expanding exports from the 
debtor countries, at least sufficient to pay the growing interest 
and depreciation charges, was the only permanent solution. 

Towards the end of 1929, therefore, an unstable position had 
developed in the world's financial structure. The basic causes of 
this instability lay far back in the disorganisation produced by the 
war and the burdens of debt and taxation which it bequeathed 
to the post-war generation. The integration of world industry, 
or, to use a pre-w r ar phrase, the “ territorial division of labour ”, 
was greatly hampered by the operation of cartels, pools, tariffs, 
and all the paraphernalia of the new economic nationalism, while 
the overhead financial obligations of nations were top-heavy and, 
by that very fact, created extreme nervousness. The emergence 
of structural maladjustments as the construction boom died aw T ay 
would not normally have precipitated such a severe crisis as that 
which developed in 1929-1932 ; but the circumstances were not 
normal. When the credit expansion of 1925-1929 collapsed, it was 


1 See Chapter II, section (/) 
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seen that the fundamental disequilibria of economic organisation 
had been not merely postponed but aggravated. Under the 
pressure of heavy financial obligations, both public and private, 
the debtor communities endeavoured, by pressure on the credit 
and price structure, to increase their active balances of external 
payments. Selling pressure created in this way was an important 
factor in causing a sharp fall in prices, but it was resisted by 
the imposition of further restrictions upon imports into almost 
.all countries. The impossible situation was thus created in which 
[virtually every country endeavoured to increase its exports at 
the same time as Jt restricted its imports, so that the selling 
pressure necessarily became concentrated on those tew countries 
which endeavoured to retain a free market. 

The sharp downward tendency of prices thus engendered was 
aggravated by the disturbance of both the financial and the 
monetary systems of the world. As prices lell, the inevitable 
result was to increase the real burden of the financial obligations 
which were fixed in terms of the appreciating monetary units and 
therefore to accentuate the necessity for providing surpluses 
upon international account. Since, however, the restrictions 
upon imports imposed by some of the principal creditor countries 
made it impossible for them to receive payment in goods, resort 
was necessarily had to payment in gold. Debtor countries and 
those which endeavoured to retain a free market lost their gold 
reserves steadily and were therefore forced into lurther deflation. 
Many of them eventually were forced, by their reluctance to 
carry deflation further, either to abandon the gold standard or so 
to restrict foreign trade and foreign payments as to maintain the 
nominal stability of their currencies at the cost of a virtual 
paralysis of international dealings. As this vicious spiral de¬ 
veloped, even those investments which were economically sound 
when they were made in the boom period were rendered much 
more doubtful, so that the waste of the boom was, at least tempo¬ 
rarily, greatly increased. There had, in fact, been only one 
practical possibility of sound reconstruction in 1925. This was 
to facilitate the restoration of material production by extending 
the range and volume of international trade, providing outlets 
for the increased production, not only of the reconstructed regions 
of Europe, but also of the outlying areas that had been stimulated 
during the war, allowing the forces of competition in world 
markets to rearrange territorial specialisation, and making 
possible the payment of the vastly increased financial obligations 
which resulted from the war, and the subsequent reconstruction, 
by increased export of goods, particularly to the creditor 
countries. Only in this way might it have been possible to 
carry and gradually liquidate the financial legacies of the war, 
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as the similar legacies of the wars of 1793-1815 and 1870 were 
liquidated. 

Such a solution, difficult enough, as historical experience 
had shown, was rendered impracticable by a combination of , 
pressures and interests — the heightened sense of economic nation¬ 
alism, a reinforced desire to maintain existing standards of 
living for important community groups, and the general fear of 
social instability arising from disturbance of existing organisation 
by renewed international competition. The world as a whole, not 
as a matter of general policy but rather in a succession of imme¬ 
diate decisions, hesitated to embark upon the bolder course of , 
international co-operation and, in consequence, was increasingly 
drawn into policies of national protection and self-sufficiency, 
which have proved incompatible with the discharge of the heavy 
international financial commitments with which the world 
was burdened. These commitments, disturbing and depressing 
as they would, in any case, have been, are impossible of fulfilment 
in a world where international trade has shrunk so greatly in 
volume, and even more in value, as barriers to exchange have 
accumulated and prices have fallen. The alternatives now are 
to restore production and trade to the levels at which these 
financial burdens can once more be carried or, in some way, to 
reduce the burdens proportionately to the lower levels of inter¬ 
change and prices. 


( vii ) The Changed Distribution of Income. 

In the previous sections of this chapter, evidence has been 
adduced in support of the statement that, in the post-war decade, 
the wealth and income of the world resumed a fairly steady 
rate of increase, but that there were many forces at work tending 
to encourage that increase in the newer developing countries 
with expanding populations and rich resources of raw materials, 
rather than in the older industrial areas. The period from 
1925 to 1929, when production and trade were accelerated in 
Europe, was in apparent conflict with the general post-war 
tendency ; but inspection of the statistics indicates that this 
period of reconstruction did not, as a matter of fact, bring Europe 
back to a position proportionate with its pre-war share of world 
production and trade. The weakness of the international financial 
position, which was revealed when the reconstruction boom 
slackened in 1929, has been commented upon, and particular 
attention has been drawn to the general fear of insecurity which 
prompted the various measures taken to protect existing industrial 
commercial and banking enterprises and community groups. 



— 30 


There is a very direct and important connection between the 
unstable position which developed in international finance and 
the attempts to safeguard the security of existing national 
organisation. As will be shown later in this chapter, the magnitude 
of the reorganisation necessary to meet the changed international 
financial situation was very great. Such reorganisation, on a 
more limited scale, was achieved from time to time in the pre-war 
economy by changes in national price-structures, generally 
induced by monetary causes, particularly operations affecting 
the short-term rates of interest. Countries with increased inter¬ 
national obligations to meet took steps - lor example, by 
raising the discount rate of the central banks — to curtail national 
expenditure, enforce reductions in the price-level and set tree 
financial resources for external needs. 

This mechanism of adjustment has, however, worked with 
increasing difficulty and friction in the post-war period. For 
its smooth operation, a certain elasticity of the economic structure 
is necessary. The first effects of alterations in the bank rate 
and similar monetary operations are felt by the speculative 
markets and are normally passed on thence to industrial enter¬ 
prise, so that the effect of higher money rates is to cause first 
a profit-deflation and then a price-deflation in the country 
concerned. The working of competitive economic forces in the 
pre-war period was such as to spread the effects of such deflation 
to other elements of the price-system than those immediately 
affected — the profits ol business enterprise and the wholesale 
prices of commodities. It was by this spreading of the necessary 
adjustments that the national economic structure was brought 
again into harmony with its external commitments. In the 
post-war world, howevei, not only were the necessary changes 
very large, but the elasticity of the various national price- 
structures was impaired and unusual obstacles were opposed to 
the processes of adjustment which had formerly been relied 
upon. The balance of international payments was greatly 
altered by the financial operations of the war, and also by the 
unusual movements of capital in the reconstruction period, 
while the mechanism for effecting these payments worked with 
greater difficulty. 

The causes for this friction are to be found partly in the 
changed distribution of national incomes after the war. Two 
or three major factors may be distinguished as mainly responsible 
for the change — the greatly increased burden of governmental ' 
debt which, together with increased expenditure for social 
services, involved relatively heavier taxation; the large transfer¬ 
ence of financial resources from industrial to rentier groups (now 
composed, particularly in the United States, of large numbers 
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of small investors rather than of a few wealthy capitalists), 
which brought changes in the form of investment and particularly 
increased the volume of private indebtedness which was of a 
fixed-interest type as contrasted with the variable-interest type 
of industrial shares or equities ; and the sustained effort to 
safeguard the standard of living of important groups, particularly 
of wage-earners, an effort in which bank policy played at least 
as important a part as wage regulation. To these developments, 
which are common to almost all countries, there should be added 
the similar attempts by State action in various forms — tariffs, 
bounties, guarantees, contingents, etc. - to protect home 
industries from foreign competition, attempts which have been 
reinforced by the industrial action of cartels and pools. 

Complete statistical measurement of all these various factors 
is not at present possible ; but certain statistical evidence can 
be cited in support of the thesis that their combined effect has 
been to introduce much greater rigidity into the various national 
price-structures. 

The greater volume of governmental indebtedness hardly needs 
statistical proof. Although some of the internal debts incurred 
during the war were wiped off during the inflation period, the 
heavy borrowings for subsequent reconstruction in most of the 
countries concerned have again increased governmental indebted¬ 
ness. Fluctuations in currency values add to the difficulty of 
constructing any tabular statement showing the relation of 
national debt to national wealth at different periods, and the 
methods utilised in the various estimates that are available 
preclude any useful comparison of one country with another. 1 

In addition to the greatly increased payments for debt 
services, there was a general tendency to increasing public expen¬ 
diture, particularly for social services. 2 

The second important tendency noted above — the shift of 
investment from industrial shares or equities to fixed-interest¬ 
bearing securities — was closely connected with certain notice¬ 
able changes in banking policy. Direct investment in particular 
industries, involving risk-bearing in the hope of profit, tended 
to be replaced by investment either in fixed-interest securities 
or by long-term bank deposits, where the dominant motive was 
less the expectation of profit than the assurance of a fixed 
income. Since the operation of this tendency was achieved largely 
through banking institutions, it was not separable from the 
effects of lending policies on the part of the banks themselves, and 
any analysis of the problem leads, therefore, to a consideration 


1 See Chapter IX 

2 See Chapter VIII, section (/) 
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of significant changes in post-war banking policies and the part 
played by interest rates in the various national credit systems. 
Some aspects of this question may be more conveniently dealt 
with later, and it is sufficient perhaps at this point to note the 
conclusions arrived at after detailed examination of the banking 
statistics of the world in the recently published Memorandum 
on Commercial Banks , 1913-1929. 1 

After considering in detail “ the rough parallelism between 
the general movements of deposits and credits from shorter- 
term to longer-term accounts ", the Memorandum advances 
various reasons for this development, among them such changes 
in general economic organisation as the creation of larger industrial 
and commercial units financed more directly by the banks, 
the continued existence of “ frozen credits " immobilised in the 
depression of 1921. and the “ rationalisation " of industry. 
But, the Memorandum adds, kfc forces far less manageable than 
bank policy have been at work. . . . The continuous growth 
of long-term deposits (and also of long-term credits) reflects in 
many countries a change in the attitude of the public towards 
investment. Owing to the rapidity of post-war industrial and 
general economic changes, rapid growth of a multitude of minor 
industries, and the losses incurred in earlier years, the public 
has been less willing to invest directly in industrial undertakings 
by the purchase of shares or lending to such undertakings in 
exchange for bonds ; it has preterred to keep a larger proportion 
of its funds in liquid form ". 2 

The public referred to, it should be stated, is now a much 
larger part of the population than it was before the war. A 
recent American study has emphasised the fact that, under the 
pressure of patriotic movements, “ at least 20 per cent of the 
population became subscribers to Government bonds and hence 
potential investors ", whereas in the one Spanish war bond issue 
at the close of the nineteenth century there were only 320,000 
subscribers. 3 Similar developments have taken place in many 
other countries also. 

The importance of these developments, from the point of 
view of the present argument, lies primarily in the tact that it 
is more difficult for a central banking system to make the 
necessary adjustments in the national economy when the debt 
obligations of businesses are more largely in the form of bank 
advances. A deflation of prices which reduces industrial profits 
can be met by the passing of dividends and the writing-off of 


1 League of Nations, Commercial Banks, 1913-1929. Geneva, 1931 

2 Ibid., page 48 

3 James Harvey Rogers, America weighs her Gold: New Haven, Yale University 
Press, 1931, page 52 
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capital when the creditors of the businesses concerned are share¬ 
holders carrying the risks of industry. But when these enter¬ 
prises have contracted indebtedness to banking institutions, such 
a deflation results in the so-called “freezing” of bank assets and, 
if long continued, may tie up the whole credit mechanism of a 
country and impair its financial structure. If a phrase may be 
adapted from the London money market, the extent to which 
industry is “in the banks” may give the banks extensive control 
over industrial policies, but may also seriously embarrass them 
in the conduct of the credit mechanism. 

A further element of rigidity to which attention has often 
been called is the tendency to sustain wages and purchasing 
power. Detailed information concerning the rates of wages. 
Both nominal and real, is given in various publications of the 
International Labour Office. 1 Even when allowance is made 
for changing price-levels, it is clear that in practically every 
country the ruling wage-rates were sustained in the post-war 
decade at levels above those of the pre-war period. 

Parallel with this general movement to maintain wage- 
rates, there was a considerable extension of legislation designed 
to improve working conditions, to limit hours of labour, provide 
holidays, protect the worker from industrial diseases and insure 
him against the burden of unemployment. 

It would be impossible, without much greater statistical 
information and analysis, to form any judgment as to whether 
the higher wage-rates that have prevailed and the extended 
provisions for the welfare of the workers have increased labour- 
costs of production per unit of output. How far the cost of these 
improvements in welfare has been counteracted by increased 
efficiency is, however, a matter which is not relevant to the 
argument of this section. 

The continued existence of a large volume of unemployment 
in many countries may be taken as evidence that the economic' 
organisation of those areas had not been adjusted to the changed 
post-war conditions ; but the maintenance of steady and rela¬ 
tively higher wage-rates was only one among many factors 
affecting those conditions. The complete absorption ot this 
unutilised labour would probably have called for much more 
drastic and fundamental economic changes than simply a reduc¬ 
tion of wage-rates. It seems obvious, for example, that the 
credit policies followed in many countries made possible the 
continuance of levels of expenditure in many directions which 
could not have been maintained if, in face of the vastly in¬ 
creased debt commitments, an effort had been made to bring the 


Cf Chapter \ 111 
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national economies once more on to a basis of competitive 
equilibrium. 

It is clear, on the other hand, that the virtual pegging of 
wage-rates, the increased public concern for social welfare, and 
such expenditures as have been involved in unemployment 
relief added a very considerable element of rigidity to the price- 
structure. There was evidently a double connection between 
the pegging of wages and the marked inertia of retail as com¬ 
pared with wholesale prices. 1 The stability ot wages maintained 
purchasing power and therefore consumer’s demand, so that 
retail prices were sustained, while, on the other hand, the 
slowness with which the cost of living fell reinforced the argu¬ 
ment for maintaining wage-rates. 

When such large elements of the price-structure of almost 
every country were fixed and controlled in these and other 
ways, any changes necessary in domestic price-levels were thrown 
on to a narrower segment of the economic organisation, and par¬ 
ticularly on to the profits of business enterprise. The magnitude 
of the changes that were involved in the redistribution of 
capital holdings among various countries, and the various 
methods by which attempts were made at readjustment, are 
considered in the following section. In actual fact, there was 
little attempt, during the first post-war decade, to meet the 
changed conditions by drastic alterations ot the national price- 
structures ; but it is obvious that any such attempt was bound 
to meet with strong resistance arising lrom the factors out¬ 
lined above. It is not possible to estimate with any precision 
the extent to which the burden of readjustment was thrown upon 
the profits of business enterprise. There is evidence, indeed, 
that, during most of the first post-war decade, the necessity 
for such readjustment was postponed by the extension ol further 
credits to the countries most concerned, and also by the cheap 
money policies pursued by those countries themselves. 

There was, however, a very important fluctuation in the 
provision of these credits, particularly those of a short-term 
character. Both in 1925 and in the latter halt of 1928, there 
was a considerable shrinkage of international lending which 
affected the debtor countries and caused policies of domestic 
contraction. The withdrawal of these credits to the industrial 
countries, on the other hand, afforded facilities lor an investment 
boom in both instances, the latter example being particularly 
marked. Credit stringency, already difficult in the debtor 
countries while the boom was in progress, was greatly accentuated 


1 Of The Course and Phases of lhe World luonomu Depression , pages 170 to 
172 
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after its collapse. Losses of business profits, and even capital, 
were almost universal; but, in certain debtor countries, these 
losses were of such magnitude as to endanger the whole 
financial structure, it has been calculated, for example, that, 
in Austria, as much as 80 per cent of the capital invested in 
over 200 companies, which were in existence in 1913, had been' 
lost by 1930, and approximately similar proportions were lost 
in the case of companies formed after 1913. 1 In every country, 
after the depression developed in 1930, there were heavy reduc¬ 
tions of business profits, 2 but it has been only with the greatest 
difficulty and after a considerable lapse of time that such losses 
have been reflected in economies of governmental expenditure, 
the writing-down of long-term investments and lower wage- 
rates. 

(mii) Tim Flow or Capital. 

Before the war, the international economic organisation of 
the world called for an increasing flow of capital, almost wholly 
from Western Europe, and largely from Great Britain, to the 
developing new countries. This flow of capital was an essential 
part of the orderly evolution of world industry to which attention 
was called in an earlier section. Population was increasing 
rapidly in North and South America, Australia, New Zealand 
and South Africa, and trade was growing also with Asia. New 
economic activities were developing, at first mainly agricul¬ 
tural, but succeeded rapidly by manufacturing. Railways, roads 
and shipping, banking, insurance, commercial organisation, as 
well as the new industries themselves, called for increasing 
amounts of capital investment. The pace ol development was 
not so fast as to make the necessary adjustment of Western 
European industries unduly diifieult. In the first stages, the 
increasing supplies of foodstufis and raw materials supported 
both an unprecedented growth of population and a much heavier 
concentration of manufacturing urban industry in Europe. 
Later, as manufacturing developed, there was a territorial 
division of labour in which the countries of Western Europe 
continued to lead the way in providing the costly products of 
skilled labour, while more and more they drew revenues from 
the interest on their investments and the provision of shipping, 
commercial and financial services. In this period, Western 
Europe became truly “ the world’s banker T 3 Even the United 

1 () Morgenstern, “ Kapitnl- und Kiirswertandn ungen dor an tier W lener Horse 
Notierlen OUerreicluschen \ktiengesellschaiten 1913 bis 1930 ”, Zeitschnft fUr 
Nationalokonomie , January 1932 

* The Course and Phases oj the World Economic Depression , page 171 

3 Of Herbert Feis, Europe : The World's Banka , 1870-1914. New Haven, 
Yale University Press, 1930. 
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States, which had already begun to make foreign investments, 
particularly in South America, remained a considerable debtor 
on balance. 1 

Moreover, these overseas loans of the pre-war period were 
dominantly long-term in character. The general feeling of con¬ 
fidence made it possible for investors to place their money abroad 
for long periods. While governmental loans were not unimpor¬ 
tant, a very large proportion of the capital was placed in private 
undertakings, and even in the governmental loans of pre-war 
days there was a distinctively economic purpose on the whole. 
Exceptions would be easy to cite, but, broadly, it is true that 
the movement of capital before the war was predominantly 
an economic movement for productive and constructive, pur¬ 
poses. 2 

The use of short-term credits at this period was much less 
in volume and very different in character from that which 
developed after the war. For the most part, these short-term 
loans were used as a “ compensation balance ” in international 
relations. A country's deficit in the balance of international 
payments, due to seasonal or other causes, might be met by 
temporary loans. If the deficit proved to be of a lasting charac¬ 
ter, it was remedied by the export of gold and the consequent 
contraction of credit and relative lowering of the price-level 
within the country concerned. The short-term loans, therefore, 
were used mainly as a substitute for gold movements. So sen¬ 
sitive were the money markets that even small changes in dis¬ 
count rates were normally sufficient to bring these corrective 
forces into play. The relatively small volume of short-term 
credit available moved quickly by the attraction of the ruling 
rates of interest as between one country and another ; but the 
tendency always was for credit resources to be directed, as far 
as possible, into the more productive long-term channels of 
investment. Though the amounts of short-term credit involved 
were large absolutely, they were small relatively both to the 


1 Cf The Course and Phases of the World Ec anomic Depression , pages 28 and 29 ; 
and James Harvey Rogers, America iveiqhs her Gold , page 49 

1 Feis, op cit , page 27, gives a table whieh may be summarised us follows : 


The Employment of Hritish Capital (as at December 1 ( ) 13) publicly invested 
in Other Lands 

£ Percentage 

(000,000’s) of total 


Loans to Dominion and Colonial Governments . . 075 18 

Loans to Foreign Governments. 297 8 

Loans to Municipal Governments .... 152 4 

Railwa> securities. . 1,531 41 

Other industrial undertakings. 1,108 29 


He adds (page 58), apropos of the i rench pre-war investments, that “ much 
more than half, perhaps as much as three-quarters, of the total French investment 
served a direct economic purpose ” 
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volume of long-term credits before the war and to the amounts 
that have become available since the war. 

A good many Western European countries shared in this 
pre-war export of capital ; but the dominating part, particularly 
in the long-term non-governmental investments, was played by 
Great Britain, whose overseas investments at this time have 
been estimated at about $18,000 million. French foreign loans 
were also considerable, perhaps $8,700 million, and Germany, 
which had entered the field later, had rapidly invested some¬ 
thing like $5,000 million. Other countries, such as Holland, 
Switzerland and Belgium, were also creditors on balance, but 
for smaller amounts. There were considerable differences in 
the character of the investments, particularly as between Great 
Britain and France, since, in the latter country, there was a 
relatively larger number of small investors whose preference 
naturally was for loans of a governmental character largely 
within Europe. The dominating money market, however, was 
Loudon, the influence of which was particularly strong in regard 
both to the long-term loans for distant constructive enterprises 
and to the movements of short-term credits by which inter¬ 
national balances were mainly adjusted. It was Great Britain 
also that displayed the greatest readiness to provide a steady 
flow of new capital by the reinvestment of profits, and to face 
the consequences of foreign investment both by accepting a 
growing volume of imports from the developing countries and 
bv making the necessary readjustments in domestic economic 
organisation. 

The financial transactions of the war period changed this 
situation very radically. After the war, not only were there 
large shifts in the sources of capital, but the manner of lending 
and the proportion between long- and short-term credits, the 
direction of the capital flow and the attitudes of the chief lending 
countries towards the results of their investments have proved to 
be very different. 

Great Britain emerged from the war with large overseas 
investments, even though she experienced heavy losses of former 
holdings and the necessities of war finance had forced the 
relinquishment of a considerable volume of pre-war investments, 
particularly in North and South America, as well as the incurring 
of new obligations to the United States for war purposes. 
International lending was quickly resumed on a large scale, so 
that by 1929 the total volume of British investment overseas 
was estimated at £3,738 million 1 — a figure almost identical 


1 Sir R. Kindcrsley, “ British Foreign Investments in 1929 ”, Economic Journal , 
September 1931, page 382 
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with the nominal value of the pre-war holdings quoted above, 
although less in real value if allowance is made for the higher 
level of prices in 1929. 

There is some evidence that, even before the onset of the 
world economic depression, these substantial new overseas invest¬ 
ments of capital were made with increasing difficulty. It is not 
easy to arrive at a definite estimate of the balance of transactions 
year by year ; but the following table shows the striking decline 
in “ annual new overseas investments, not only since 1913, but 
also since 1927 , \ 1 Their decline was most marked after the 
restoration of sterling in 1925 to its pre-war gold parity involved 
a substantial measure of deflation. The coal strike of the 
following year was an important factor in its aggravation also. 

New Capital Issues for Foreign Account less Amortisation 
Payments received in Great Britain. 

K. 



((NMUIOO’s) 

1913 . 

. 213 

1927 . 

. 131 

1928 . 

. 108 

1929 . 

. 17 


The position of Great Britain as a creditor country was very 
different and, on the whole, weaker and less stable than in the 
pre-war period. Though the total amount of overseas investments 
remained substantial, it was less in real value than before the 
war, and its replenishment by new capital was proving to be 
increasingly difficult. Moreover, the provision of such new capital 
(for domestic as well as foreign issues) was largely dependent 
upon the maintenance of credit policies which did not cripple 
the money markets. An increasing proportion of the funds in 
later years was lent in the form of short-term credits, par¬ 
ticularly to various European countries, which later were frozen 
in the depression, and, on the other hand, the existence of very 
substantial short-term foreign holdings in London made the 
maintenance of both domestic and foreign lending policies 
precariously dependent upon international influences. 

The other great lending countries of pre-war Europe were 
seriously affected by the war. Currency inflation disturbed 
the money markets so seriously in the immediate post-war years 

1 Sir R. Kindersley, “ British Foreign Investments in 1929 ", Economic Journal , 
September 1931, page 383. The figure for 1913 is adjusted in accordance with 
the index-number of wholesale prices for 1929. These estimates represent new 
capital issues for foreign account, less amortisation payments received— i.e.,the 
portion of new subscriptions for foreign account which may be estimated as taken 
from the current income of the country. 
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that it is difficult to estimate capital movements with any accu¬ 
racy. Such information as is available may perhaps best be 
summarised in the following table. There are unfortunate 
gaps, but the main drift of the figures is clear. 


Exports of Capital from the Principal Creditor Countries. 1 



$ i 

(000,000's) 






1923 mi 

192"> 

192b 

1927 

1928 

1929 

1930 

United Kingdom 2 

700 380 

261 

-127 3 

380 

569 

574 

112 

France 4 . . . . 




503 

237 

-20 

-252 3 

Switzerland . . 

23 

43 

28 





Belgium - Luxem¬ 








burg and Congo 5 






69 


Sweden .... 

1 10 

20 

33 

05 

18 

71 

20 

Czechoslovakia . 


17 

55 

01 

61 

24 

50 

United States. . 

-101 3 590 

612 

173 

580 

1,099 

206 

190 


The great fluctuations in British investments have already been 
commented on, together with the difficulty that has been expe¬ 
rienced in recent years in providing the large sums that were 
actually invested in the boom period 1927-1929. The position 
of France was affected immediately after the war by currency 
depreciation, one aspect of which was a flight of capital not 
easily measurable but substantial. It took the form not so much 
of long-term investments as of holding short-term balances abroad. 
After the stabilisation ot the Iranc in 1920-27, it became possible 
to measure the export of French capital with more accuracy. It 
is evident that the repatriation of French balances was proceeding 
on a considerable scale as early as the latter part of 1928. 


Imports of Capital to the Main Debtor Countries. 1 
$ (000,000\s) 


Europe : 

1921 

1923 

1926 

1927 

192S 

1929 

1930 

Germany . . 

. 421 

857 

151 

1,072 

1.007 

553 

118 

Hungary . . 

. 27 


26 

89 

91 

38 

21 

Poland. . . 

. 48 

69 

r 72 6 

82 

124 

67 


Yugoslavia . 

. 

-- 

8 

23 

27 

+ 13 G 



1 Indirect estimates calculated on the basis of figures relating to merchandise, 
gold and services Reparation receipts and pa\ments are included with merchan¬ 
dise and services. 

8 Excluding Government capital transactions 

3 Imports of capital 

4 Including the French overseas territories, except Indo-Chma The amorti¬ 
sation of inter-Allied debts is excluded. 

6 Excluding amortisation ol inter-Allied debts 

• Exports of capital. 



— 40 


Imports of Capital to the Main Debtor Countries (continued). 

$ (000,000’s) 


Other continents: 1924 1925 1926 1027 1928 1920 1930 

Argentine 1 * . ... 2 2 226 122 181 1 213 

Australia 3 . ... 220 110 170 257 193 166 187 

Canada. 107 277 173 51 161 +87 4 + 160 4 

India 5 . 71 +69 4 178 120 67 36 92 

Japan. 226 74 128 50 80 + 9 1 -+128 4 

Dutch East Indies + 187 4 -fl5 4 -j- 57 4 0 66 34 

New Zealand b . . 22 33 67 + 3 4 + 5 1 53 49 

Union of South 

Africa. 5 34 20 72 26 16 65 


The most dramatic feature of the table above, however, is 
obviously the emergence of Germany, which, before the war, 
was a creditor country, as the world’s greatest borrower. Several 
other European countries also borrowed heavily again, especially 
after 1925. On the other hand, the countries outside Europe, 
though still eager borrowers, found themselves able to command 
smaller amounts of capital as the demand lor Europe increased 
after 1926. 

It remains only to draw attention to the most important 
of all the post-war changes in this respect - the transformation 
of the United States from a debtor to a very large creditor country. 
In 1914, the investments of foreigners in the United States 
exceeded American holdings abroad by approximately $3,(XX) 
million ; but, after the war, American foreign loans had created 
a strong balance in their country’s favour. This balance was 
increased heavily in the post-war period, until the net figure 
of American long-term foreign investments was approximately 
$10,000 million at the end of 1930, exclusive of war loans with 
an estimated value of $7,390 million. From this total of long-term 
obligations there must be deducted the amount of short-term 
loans held in the United States in excess of American short-term 
loans abroad. 

Payment to the United States might have been made by 
increased commodity exports or by the transference of gold. 
Gold did flow in large quantities to that country immediately 
after the war. Such increase of commodity trade as took place 


1 Economic years, ending September 30th. 

* IX 1923 to 31 IX.1925 : 87. 

3 Economic years, ending June 30th. 

4 Exports of capital. 

5 Economic years, beginning March 31st 

• The figures for 1927 and later years refer to economic years, beginning 
April 1st. 
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was greatly hampered, on the one hand, by high tariffs and, 
on the other, by reluctance to adjust the national price-levels 
so as to stimulate exports from the debtor countries. A solution 
was found by the provision of American loans which temporarily 
bridged the gap in the balance of payments, maintained monetary 
incomes and price-levels in the debtor countries, and enabled the 
United States to retain, and even expand, its “active” export 
balance of commodity trade. 

This solution, obviously necessary in the immediate post¬ 
war years of economic and psychological exhaustion, postponed 
the necessity for wholesale and drastic reorganisation of world 
trade and prices, but obviously widened “ the gap in the balance 
of payments ”. Its continuance depended upon the ability of the 
debtor countries to use their borrowings productively, so that the 
growing interest payments might be covered by increased income, 
and the capacity and willingness of world markets, particularly 
those of the main creditor countries, to absorb the export surpluses 
necessary for the payment of interest. It is clear that no perma¬ 
nent solution was found by piling up indebtedness covering 
interest charges as well as new investments. 

There is perhaps a distinction to be drawn in regard to these 
related but separate problems of the productivity of investments 
and the transferability of the extra production which was de¬ 
veloped by them. The loans which have been made naturally 
differ considerably in productivity. Not only must each transac¬ 
tion be considered on its merits, but a great deal depends upon 
general economic conditions in the world as a whole. Loans 
which were regarded as sound at a certain level of prices — either 
because they were invested in undertakings the increased returns 
from which might reasonably be expected to cover interest and 
repayment charges, or because the needful taxation appeared 
adequate to secure them — presented a different appearance 
when the level of prices dropped heavily and international trade 
was reduced. There is probably room for criticism of particular 
lending or borrowing policies in most countries ; but the greatest 
immediate difficulties in the depression period arose from the 
vulnerability of those countries which were burdened with an 
undue proportion of short-term obligations. The world depression 
seriously embarrasses all borrowers; but those whose commitments 
are for longer terms are in a stronger position than those who 
must face demands for large repayments as well as interest. 

The transfer problem, on the other hand, is common to all 
the borrowing countries. In so far as the investments made in 
them were well placed, the natural consequences were increased 
production and the possibility of creating a surplus out of which 
interest and capital repayment might normally be expected to 


3 
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be paid by the transference of goods to the creditor countries. 
The transference of such a surplus, once created, could only 
have taken place through the ordinary channels of commodity 
trade, and the necessary stimulation of exports would have 
required a readjustment of national price-levels, so that costs 
of production were relatively lower in the debtor countries. 
That readjustment did not take place. The inevitable conse¬ 
quence was that, in the years immediately preceding 1929, there 
were clear signs that the transfer problem would prove difficult 
as soon as the supply of new loans ceased. 

In 1928 and 1929, as in 1925 and 1926, there was a definite 
dwindling of the supply of capital available to borrowing countries, 
primarily because of the diversion of credit resources elsewhere. 
In the latter period, two main factors were responsible. A strong 
investment boom developed in the United States, which not 
only drew an increasing amount of local capital into the security 
markets, but also attracted short-term investments from abroad. 
Annual figures do not show the movement clearly, and it is 
complicated by the repatriation of French short-term balances ; 
but about the middle of 1928, the volume of capital available 
in the United States for foreign investment began to shrink 
rapidly, and the year 1929 shows a total invested abroad in this 
way of $272 million as against $727 million in 1928. In the 
latter year also, the accumulation of short-term balances in the 
United States was sufficiently great, despite the continued repa¬ 
triation of French balances, to convert an outward movement 
of $386 million to an inward movement of $24 million. The 
combined result, therefore, was that the total of long- and short¬ 
term net movements fell from $1,099 million in 1928 to $206 
million in 1929. 

This shortage of funds available in the United States for 
overseas investment developed at the same time as the shrinkage 
of British funds, which has already been commented upon. 
A further very strong factor tending in the same direction was 
the repatriation of the French short-term foreign balances, which 
had been built up in the earlier years of currency disorder. Up 
to 1927, an annual amount, estimated at approximately $500 mil¬ 
lion, had for some years been left on deposit for short terms in 
various foreign centres, especially London and New York. The 
money markets of the world had become adjusted to this impor¬ 
tant development, which helped to create the possibility both 
of foreign lending and of domestic credit expansion. The repa¬ 
triation of these balances, which proceeded steadily after the 
stabilisation of the franc, and was reinforced later by the deposit 
in Paris of the short-term balances of other countries, seems 
to have begun early in 1928 before the shrinkage of American 
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foreign loans. The movement of gold to France is the counterpart 
of the reduction of balances abroad, as the following table shows: 1 

1927 1928 1929 1930 

Francs (000,OOO’s) 

Net import of capital —12,855 —6,032 ; +503 2 +6,429* 

Import of gold. . . 14 6,509 8,673 12,320 

The shrinkage of overseas loans in these various ways was 
accompanied by a distinct industrial and investment boom in 
the main creditor countries, while at the same time it created 
credit stringency in the borrowing countries. By the middle of 
1929, a very unbalanced position had been created. The borrowing 
countries were forced to decrease imports and increase exports. 
In the raw-material-producing countries there was a contraction 
of credit which forced extra sales and efforts to counteract 
lower prices by increased production. On the other hand, the 
credit contraction in such heavy borrowing countries as Germany 
forced a restriction of imports and consumption of stocks. Both 
tendencies contributed to a derangement of the markets and 
raw-material prices sagged. When the investment boom burst 
in the autumn of 1929, the weak position of these commodities 
precipitated a rapid fall in prices, and, before recovery could 
be achieved, the unstable financial situation in Europe caused 
credit and financial stringency amounting almost to panic, which 
froze up the sources of capital and aggravated the crisis in every 
direction. 

( ix ) International Finance and Economic Nationalism. 

If the analysis contained in the preceding sections of this 
chapter could be summed up in a single statement, it would 
be that the post-war world as a whole had failed to realise and 
provide for the necessities of an economic, and more particularly 
a financial, system that was international in its obligations and 
commitments. The extent of international economic develop¬ 
ment can easily be overstated. Indeed, the problems of mal¬ 
adjustment arise largely from the fact that, while some parts of 
the economic, and still more the financial, mechanism are tho¬ 
roughly international and even cosmopolitan, other important 
sections of it are still organised and planned on a national basis. 

The financial structure of the world has made very rapid 


1 The territory considered includes the French overseas territories, except 
Indo-Cliina. The balances, which represent indirect estimates, based on figures 
relating to merchandise, services and gold, exclude reparation receipts as well as 
payments on account of inter-AJlied debts. 

* Net export of capital. 
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strides towards complete international integration. Not only 
is the whole world community involved in a network of financial 
obligations and counter-obligations, but the delicate credit 
machinery that has been constructed to handle these obligations 
and to finance a growing world trade and an increasing degree 
of industrial and commercial specialisation is capable, quickly 
and effectively, of transferring credit buoyancy or strain from 
one country to another. The stock markets are closely linked, 
the fortunes of one affecting all the rest; banking policies have 
an immediate effect upon monetary ease or stringency, not only 
in the country immediately concerned, but indirectly in all 
others. The transference of short-term credits can now be arranged 
by telephone, but the actual transferences and their consequences 
take time to work themselves out, first in the monetary sphere 
and later in the changed conditions of commodity trade. The 
world has become a financial unit and, moreover, carries a complex 
and very heavy burden of inter-indebtedness. 

But the remaining parts of the economic structure have not 
yet developed to this point. Even commodity trade, widespread 
and important as it is, and necessary as it has become to the 
amenities of civilised life in every country, is much more sluggish 
and considerably more hampered than are financial transactions. 
A few sentences spoken across the ocean may cause the trans¬ 
ference of large credits from one country to another; the country 
from which they go finds its exchanges depressed, perhaps 
loses gold and tends to find its price-level falling, and an encour¬ 
agement given in consequence to exporters. In the normal 
course of events, the balance is righted by the actual transference 
of goods, and possibly by a change in the price-structure of that 
country as compared with others. If there were no obstacles 
imposed to the completion of this sequence of events, there 
would be little danger, but, on the contrary, many advantages 
in the international working of the economic system. 

But as a matter of fact there still remain considerable obstacles. 
Even the international transference of commodities is subject 
to restrictions which, in recent years, have markedly increased. 
The economic organisation of national life that lies behind these 
transferences is still more resistant. 

In the post-war decade, and particularly in the years just 
before 1929, world movements of capital and world currents of 
trade were not harmonised. The financing of the war, and the 
economic changes consequent upon war and revolution, had 
greatly changed the pattern of international indebtedness. There 
were considerable changes also in the currents of world trade. 
The payment of heavy interest obligations by the debtor countries 
could have been made in three ways — by increasing their 



exports of commodities, by exporting gold, or by contracting 
fresh loans. Their gold resources were limited, and such losses 
of gold reserves as occurred placed a strain on the banking 
systems of many countries which, in consequence, were *later 
buttressed by fresh borrowings. Payment by commodity 
exports led to strong competition between the expanded agricul¬ 
tural, mineral and manufacturing production of many non- 
European, and the restored production of the European, countries. 
The reluctance of some important creditor countries to receive 
increased imports and the failure of the debtor countries to lower 
their costs of production set limits also to the possibility of 
payment by commodity exports. Recourse was therefore had 
to fresh loans, which postponed the necessity for drastic reorgan¬ 
isation of relative price-levels and the economic structure of 
almost all countries, debtor and creditor alike. A further exten¬ 
sion of credit took place and, incidentally, in its latter phases, 
diverted capital from those parts of the world where natural 
resources were abundant and population and industry were 
growing fast to countries already highly organised and fully 
populated. 1 

The virtual cessation, in the course of 1928 and 1929, of this 
unusual capital movement revealed the instability of the situation. 
The financial obligations which had in the first ten years after 
the war been largely postponed could no longer be met by 
fresh borrowing. They might conceivably have been met without 
intolerable strain if, in the meantime, the mechanism for world 
trade had been extended and freed from restrictions and if, 
also, the debtor and creditor countries alike had been prepared 
to allow the forces of competition to bring about a new adjust¬ 
ment of world industry and commerce. This, however, they 
were not prepared to do. The strain of adjustment was thrown 
on to a small unregulated segment of economic life. It proved 
in the event to be intolerable, the profits of business enterprise 
failed and the international monetary system worked with 
increasing friction and difficulty and finally broke down. One 
country after another turned desperately to shelter its own 
industries while, at the same time, endeavouring to extend its 
outward commerce. As industrial organisation based itself upon 
national support and protection, and international trade fell 
away, the magnitude of the international financial commitments 
became more and more out of proportion to the possibilities of 
payment. These developments, however, will be traced in more 
detail in succeeding chapters. They were revealed unmistakably 


1 Cf. Felix Somary, Die Ursachen der Krise: Tilbingen, J. C. B. Mohr, 1932, 
page 12. 
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in an unstable price situation towards the close of 1929, accom¬ 
panied by a piling-up of stocks and a falling-off of production 
and trade. The fsubsequent break in prices and the rapid 
disintegration of the price-structure created problems on every 
side, but it is possible that, even after the break in the price-level, 
the situation might have been relieved with nothing more than 
the usual liquidation of an economic crisis. A financial crisis, 
however, supervened, the danger signals coming, significantly 
enough, from countries which had been impoverished by the 
war and had subsequently borrowed heavily for reconstruction. 
This fact in itself is sufficient to indicate that behind the rapid 
sequence of events traced below there lay a highly unstable 
situation, the roots of which are to be found in the financial 
consequences of the war and of the first decade of post-war 
reconstruction. 



Chapter II. 

THE DEVELOPMENT OF THE CRISIS. 


(0 The Downward Turn. 

The first ten years of reconstruction after the war registered 
many striking successes. From the depths of depression and 
disorganisation in 1919, when whole populations were menaced 
by food shortages, there was a remarkable advance to the high 
level of prosperity after 1925. Currencies were stabilised, inter¬ 
national trade was resumed and production restored. For some 
years, particularly after 1925, it seemed as if the major problems 
of reconstruction had largely been solved. The years 1925 to 
1929 were, on the whole, years of considerable and widespread 
prosperity. Prices were practically stable, production and trade 
developed rapidly, and many of the characteristic phenomena 
of an industrial and investment boom began to appear. Beneath 
this apparent prosperity, however, there were the many elements 
of instability which have already been reviewed. 

The depression which has lasted from the breakdown of these 
boom conditions in October 1929 till the moment of writing in the 
middle of 1932 was caused by a reaction from the previous 
period of credit expansion superimposed, as it was, upon the 
more fundamental elements of instability outlined in the previous 
chapter. The length and severity of the depression indicate 
that there are very deep-seated causes of economic distur¬ 
bance ; but it is clear also that these were largely hidden until 
they were uncovered by the downward swing of the investment 
cycle. In that downward swing, as in the preceding boom, 
monetary and credit policies played a very important rdle. 
The previous chapter dealt primarily with the non-monetary 
factors of maladjustment in the post-war world. Before sketching 
the development of the crisis, however, it is necessary to draw 
attention also to the monetary elements in the situation. 
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To trace the monetary policies of the postwar decade in ade- 
. quate detail would go far beyond the scope of this volume. 
Certain aspects of these policies may, however, be stated very 
briefly. As a result of the economic and financial changes wrought 
by the war, the United States of America became the dominant 
creditor country of the world. On the other hand, the countries 
of Western Europe, which had formerly been a great reservoir 
of capital, found themselves with diminished resources and 
impaired credit, as well as depreciated, and in some cases unstable, 
currencies. In payment of obligations incurred during the war, 
a steady flow of gold to the United States set in. Such a flow, 
inevitable because there was no cheaper way of settling the 
balances of international payments, had the double effect of 
draining the gold reserves of the European and other countries 
and of piling up large accumulations in the United States. Since 
the United States Was the only important commercial country 
remaining on the gold standard, the loss of gold did not act 
directly in stimulating a contraction of credit and in a lower- 
ing of price-levels, until after the resumption of the gold 
standard by most of the important trading countries, and 
more especially until after the resumption by Great Britain 
in 1925. 

In the United States itself, it was realised that the accumula¬ 
tion of larger reserves would make possible an expansion of 
credit causing prices to rise. Banking policies in the early 
post-war years were largely directed towards an attempt to 
divert the large net inflow of gold into channels where its infla¬ 
tionary influence would be minimised. The volume of gold 
reserves in a currency system is, however, only one among many 
factors influencing the course of prices, and it is not possible 
to trace with certainty the effect of a single factor in such a 
complicated and changing problem. There were strong forces 
making towards lower prices — rationalisation and technical 
progress, the impoverished purchasing power of important 
markets, strong competition on world markets, and deflationary 
policies in many countries. Moreover, gold reserves are merely 
the foundation for a pyramid of credit, and not only the amount 
of credit but the rapidity or “ velocity ” of its turnover vary con¬ 
siderably according to demand. 

In practice, between 1921 and 1929 in the United States, 
about $700 million of the increased gold reserves were used as a 
backing for gold certificates which displaced Federal Reserve 
notes of an approximately equal amount as circulating media. 
The gold thus used was not, however, “ sterilised ”, since the 
increase of member-bank reserve deposits (daily average) 
amounted, between September 1921 and September 1929, to 
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$706 million. 1 It was on the basis of these increased resources 
of the member banks that an expansion of credit took place. 
During the whole of this period, therefore, there existed an 
ample basis for credit expansion made possible by the accu¬ 
mulation of larger gold stocks. 

These years as a whole were years of prosperity and active 
business in the United States, but not of rising prices. It was 
this unusual combination that led to the general denial of infla¬ 
tionary tendencies. In the years before 1925, however, the 
economic situation elsewhere was so disorganised that rising 
prices in terms of gold and general prosperity were not possible 
even in the most important creditor country of the world. It is 
not without significance that it was in the years of flagging 
trade, 1924 and 1927, that the Federal Reserve Banks increased 
the volume of credit available, most of the increase being absorbed 
by the security and real estate markets. 

In addition to the indirect effect of conditions abroad upon 
the United States commodity markets, credit policies were affected 
more directly by international influences, and particularly 
by the definite efforts at central banking co-operation. In May 
1927, for example, a large movement of gold from London to 
Paris set in, threatening the stability of sterling, which had 
been restored to its pre-war gold parity in 1925. Consultations 
between the banking authorities of the principal financial coun¬ 
tries were held in New York and an understanding was appa¬ 
rently reached. A few months later, in August 1927, rediscount 
rates were lowered in the United States and gold flowed out 
to Europe. It is noteworthy that, until the later stages of the 
depression, as will be shown in more detail in Chapter VI, the 
only post-war years in which the United States lost gold on 
balance were 1925 and 1928, in each case following the initiation 
of a cheap credit policy. 

By 1927 the resumption of the gold standard had progressed 
a long way. Great Britain and Germany were on the gold 
standard again and the French currency was stabilised de facto , 
although legal stabilisation did not come till 1928. By 1927 
also the very considerable increase in European industry and 
trade described earlier 2 was well under way, facilitated by 
stabilised currencies and renewed international trade. When 
the Federal Reserve Banks initiated their cheap credit policy 
in 1927, therefore, there were few obstacles in the international 
situation to an expansion of credit on a large scale resulting 


^See C. Reinold Noyes, ** The Gold Inflation m the United States, 1921-1929 ", 
American Economic Review , June 1930. 

* See Chapter I, section ( vi ). 
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in an investment boom. The newly restored gold-standard 
currencies were buttressed by the outflow of gold from the United 
States; the reconstruction of Europe opened a wide market; 
international trade leaped ahead and with it the flow of capital 
rose to a high level. 

Despite the relative stability of the indices of wholesale 
commodity prices, therefore, there is much evidence of wide¬ 
spread credit expansion after 1927. There were, indeed, many 
factors tending to cause lower levels of commodity prices ; but 
it is probable that the credit expansion did in fact exert some 
upward influence on the price-level in the United States, which 
might, in the absence of such expansion, have fallen further 
than it did. Moreover, the stability of the wholesale commodity 
indices is exaggerated by the fact that they are heavily weighted 
with commodities entering into international trade whose prices 
were trending downward. The analysis of various price-move¬ 
ments in Chapter IV discloses definite evidence that agricul¬ 
tural prices particularly were sustained in the years 1927 to 
1929 at relatively high levels, largely by valorisation schemes 
financed with cheap credit. 

The expansive possibilities of the Federal Reserve system 
had been increased, not only by the accumulation of very large 
gold reserves, but also by the continued decline relatively to 
deposits of the holdings of vault cash by member banks. Legis¬ 
lation had been passed in 1917 to give greater flexibility in 
this respect, and investigations by the Committee on Bank 
Reserves of the Federal Reserve System show that great advan¬ 
tage was taken of the new provisions. This was especially true 
of the city banks, which had ready access to a Reserve Bank. 
The diagram on the following page shows graphically the very 
great expansion of credit which did in fact take place, especially 
after 1927. In indicates also the important fact that an enormous 
increase in the total volume of dollar transactions was possible 
without any increase in the balances maintained by member 
banks with the Reserve Banks. The legislation which was based 
upon the principle of requiring reserves of a certain proportion 
to the demand deposits was largely nullified, both by transfers 
made between time and demand deposits and by the fact that, 
in a speculative period, the " velocity ” of the demand deposits 
is greatly increased. 

The manner in which this very large increase in bank credit 
found its way into commercial and financial transactions presents 
some unusual features, both in the United States and inter¬ 
nationally. There has been a general assumption that in the 
boom of 1927-1929, as in earlier boom periods, the expansion 
of credit promoted over-investment, and that this investment 
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Legal Reserves , Net Deposits and Activity of Deposit Accounts 
at Member Banks . 1 



1. Total debits — i.e., the total dollar volume of trans¬ 
actions which pass through the deposit accounts of customers 
of member banks. 

2. Net deposits -- i.e., member-bank time and net demand 
deposits combined. 

3. Member-bank reserve balances — i.e., reserve balances 
of member banks with Federal Reserve Banks. 


1 Source : “Report of the Committee>n Bank Reserves of the Federal Reserve 
System”, Washington, 1931, page 10. 
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for the most part went into typical production industries engaged 
in the production of capital goods rather than goods for imme¬ 
diate consumption. This assumption is supported, for example, 
by the Federal Reserve Board’s production index, which shows, 
from the latter months of 1927 to the third quarter of 1929, 
a very considerable rise in the production of capital equipment, 
as contrasted with a much more modest rise in the production 
of consumers’ goods. 

The distinction between capital equipment and consumers’ 
goods, however, is not easy to draw and a great deal depends 
upon the definitions adopted. Many of the staple consumption 
industries — textiles, leather and shoes, and food products, 
for example — did not share largely in the great increase of 
production between 1927 and 1929. On the other hand, there 
is a good deal of evidence that there was a considerable expansion 
of the newer industries catering for consumption demands. A 
glance at the complete list of public issues on the London money 
market in 1928 1 reveals the extreme difficulty of division between 
capital equipment and consumption industries, but the fre¬ 
quency of investment trust flotations, of artificial silk, gramo¬ 
phone, motor-car, cinema and similar issues contrasts strongly 
with the relative absence of overseas railways, industrial, banking 
or land enterprises. In the United States also, the rapid growth 
of production in the motor-car, radio, gramophone and similar 
industries suggests that a large proportion of the investment 
was in the industries producing goods for “ durable consumption”. 
There was, in addition, an enormous demand for new roads 
and road-making equipment. 

There is a sense in which such production may be classified 
as “ capital ” ; but much of it is consumption rather than 
instrumental capital, even in the case of roads, in so far as their 
construction has been called forth by the increasing use of cars 
for recreation in leisure periods. The importance of this point 
is increased by the fact that, in the recent boom, a considerable 
proportion of the production of such industries as iron and steel 
went to the building of cars, residential buildings and roads 
rather than to the building of railways or the equipment of 
factories in new countries. 

While, therefore, it may be said that the boom was an 
investment boom, it is important to realise that the investment 
was directed largely either to the direct production of goods 
or services for. immediate consumption, or to an increased 
equipment of consumption-capital, very largely of a public or 


1 The Economic Journal, December 1931, pages 579 et seq. 
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communal character. The boom, in other words, was directly con¬ 
nected with a rising standard of living. It differed somewhat from 
the earlier investment booms created by an excess of investments 
over savings, unless, indeed, the system of instalment purchases 
by which so much of the expansion was supported can be regarded 
as a form of saving. The boom was in the more durable forms 
of consumption goods, and the capital equipment required for 
their consumption and utilisation, and not in either the older 
and simpler articles of consumption such as food and dress, 
or in the heavy capital equipment of production industries, 
strictly defined. 

There is one aspect of the investment boom which deserves 
further investigation. A diagram reproduced in Chapter VI 
indicates a distinct connection between the raising of the 
rediscount rates, the relative prices of raw materials and 
finished products and the development of industrial production. 
It seems probable that the increased pressure exerted by the 
Federal Reserve Banks in the middle of 1928 had the paradoxical 
result of stimulating industrial activity and speculation. This 
was because the higher rediscount rates affected different elements 
of the price-structure unequally. Prices of finished products 
were more resistant than those of raw materials, and as the 
gap between these price-groups lessened, there was some tem¬ 
porary stimulus to industrial production. 

Moreover, a substantial proportion of the inflation in the 
security markets appears to have caused immediate profit- 
taking on a wide scale in the sense of increased consumption, 
mainly of durable goods, based upon the paper profits of spe¬ 
culation. In the international sphere also a substantial proportion 
of the loans which were granted in the boom period were for 
purposes of public consumption, such, for example, as municipal 
housing schemes and improvements. Indeed, it might be argued 
that the cheaper credit policy of the United States, by making 
possible similar policies in other countries, and also by providing 
a means of interest payments in the shape of new loans, enabled 
the debtor countries to maintain wage levels and standards 
of living that would have been impossible without such support. 

The manner in which the credit expansion was largely con¬ 
centrated in the security markets, particularly in the United 
States, is in itself significant. The following table, showing 
the different varieties of capital issues in the United States, 
shows how great was the increase in 1928 and 1929. 
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Corporate Issues (New Capital and Refunding) in the 
United States , 1919 to 19BO . 1 

$ (000,000’s). 


Year 

Total 

Long-term 

bonds 

Short-term 

bonds 

Stocks 

1919 .... 

2,740 

631 

540 

1,566 

1920 .... 

2,966 

1,234 

661 

1,071 

1921 .... 

2,391 

1,896 

215 

279 

1922 .... 

3,073 

2.304 

145 

624 

1923 .... 

3,232 

2,316 

181 

736 

1924 .... 

3,839 

2,569 

403 

866 

1925 .... 

4,738 

3,040 

387 

1,311 

1926 .... 

5,300 : 

3,648 

334 

1,318 

1927 .... 

7,319 j 

5,190 

356 

1,773 

1928 .... ' 

7,818 I 

3,917 

274 

3,627 

1929 .... 

10,026 1 

2,842 

263 

6,921 

1930 .... 

5,473 | 

1 

3,248 

657 

1,568 


Such an increase is usual in periods of speculative activity. 
The process is simple. When abundant supplies of cheap credit 
are available for investment, the first effect is to raise the prices 
of existing stocks. An index of 90 representative stocks on the 
New York market compiled for the first week of September 
in successive years is given below. 2 


Percentage Annual 

Index of value increase m average 


Date 1926 = 100 value over yield 

preceding year per cent 

1926 106.2 . 4.84 

1927 131.8 24.1 4.51 

1928 167.5 27.1 3.79 

1929 246.3 47.0 2.94 


When capital appreciation takes place so rapidly, new 
resources are attracted to the investment market, despite the 
low yields of existing stocks. 

There was, however, a significant development in the new 
issues floated in the United States during 1928 and 1929. In 
the former year, 12 per cent of all new issues were supplied 
by new issues of shares in investment trusts. In the first six 


1 Source: Commercial and Financial Chronicle ; summarised in the “Statistical 
Abstract of the United States, 1931", page 317. 

8 Source : Standard Statistical Bulletin , Base Book, 1930. 
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months of 1929 this percentage rose to 41, and in August of 
that year to 87. The total capital invested in such institutions 
rose rapidly, as the following table will show : 

Capitalisation of American Investment Trusts, 1923 to 1929. 1 


Year Total capitalisation New capital issues 

$ (000,000’s) 

1923 15 — 

1924 75 60 

1925 150 75 

1926 300 150 

1927 700 400 

1928 1,575 875 

1929 3,990 2,415 


Much of the new subscriptions, it is clear, took the form of 
issues by investment trusts. The new stock issues in 1928 were 
$3,627 million, and in that year investment trusts accounted 
for $875 million, or almost 25 per cent. A substantial proportion 
of the total new investment therefore w r as directed to the pur¬ 
chase of existing securities. Moreover, a considerable propor¬ 
tion of the capital appreciation in the securities which were 
purchased was distributed in the form of dividends and thereby 
went to increase the already large volume of consumption. 

In much the same way, the increase of brokers’ loans, which 
was dangerously rapid in the boom, facilitated the process by 
which the capital reaching the investment market was trans¬ 
ferred to consumption. Brokers’ loans in New York outstanding 
at the end of September in successive years showed the 
following increases : 


Year $ (000,000^)* 

1926 . 3,219 

1927 . 3,915 

1928 . 5,514 

1929 . 8,549 

1930 . 3,481 


The credit available for this purpose was provided in part 
by the accumulation of short-term balances on the New York 
market on account of foreign holders, and the encashment and 
withdrawal of these balances was one of the causes for the 
collapse of the boom. As the investing public was able to obtain 
this increased volume of loans on the basis of the appreciated 

1 Sources : J. T. Fowler, ** American Investment Trusts, New York, 1928 ", 
page 6, completed for 1928 and 1929 by E. Petersen in “ Investment truster 
Statsdkonomisk Tidskrift ”, Oslo, 1931, No. 4-5, page 125. 

a Source : “ Statistical Abstract of the United..States, 1931 ”, page 319. 
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security values, not only was there a further stimulus to appre¬ 
ciation, but substantial amounts were liberated to support the 
increased levels of consumption. 

There has been some controversy as to how far the increased 
speculative activity in the security markets diverted resources 
from the more usual channels of long-term investment. There 
would not appear to be any doubt as to the increasing difficulty 
of financing long-term industrial enterprises, both domestic and 
foreign, in the later stages of the boom. There was a large move¬ 
ment of short-term balances from other centres to New York, 
attracted by the high rates of interest ruling there. Foreign 
capital issues on the New York market show a distinct decline 
in 1928 and again in 1929. 


Capital Issues on the New York Market , 1924-1931. 1 
$ (000,000’s). 


Year 

Domestic 

Foreign 

Total 

Percentage of total 

Domestic 

Foreign 

1924. 

4,588 

1,005 

5,593 

82.0 

18.0 

1925. 

5,125 

1,095 

* 6,220 

82.4 

17.6 

1926. 

5,189 

1,156 

6,315 

81.8 

18.2 

1927. 

6,219 

1,573 

7,792 

79.8 

20.2 

1928. 

6,789 

1,325 

8,114 

83.7 

16.3 

1929. 

9,420 

763 

10,183 

92.5 

7.5 

1930. 

6,004 

1,020 

7,024 

85.5 

14.5 

1931. 

2,854 

255 

3,109 

91.8 

8.2 


These figures may be compared with the table quoted earlier 2 
showing the increasing difficulty with which the London money 
market found new capital for overseas issues in 1928 and 1929. 
Investigation of the international movements of capital as 
disclosed by the balances on account of goods, services and gold 
reveals a sharp decline in the net capital exports from the United 
States and France in the year 1929. 3 The only available 
figures in this connection are computed annually, but there 
is much evidence to show that the decline of capital available 
for foreign investments on these markets set in during the latter 
half of 1928. 

This important phenomenon, which is paralleled by a diversion 
of capital from the domestic long-term markets, is explained 


1 Source: The Commercial and Financial Chronicle. 

2 Chapter I, section (viii). 

* See Chapter VI, 
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partly by the unwise flotation of numerous unsound enterprises 
and partly by the rising level of consumption which has already 
been mentioned. The extent of unsound financing in the boom 
may perhaps be inferred from a calculation of the values in 1931 
of new enterprises floated in 1928 on the London money market. 
The net capital depreciation at May 1st, 1931, of the 284 new 
issues of 1928 was 42 per cent 1 ; 111 companies, with a total 
capital of over £23 million, had lost all their capital. 2 

It is difficult to set a precise date as marking the downward 
turn of the cycle. From the foregoing paragraphs it will be 
evident that, even while the investment boom was still proceed¬ 
ing merrily, there were many signs of difficulty and malad¬ 
justment, particularly in the debtor countries. It is probable 
that investment had outrun savings at least as early as 1928, 
and the maintenance of high levels of consumption deprived 
not only the debtor countries, but also many industries in the 
creditor countries, of the resources necessary for their develop¬ 
ment or for the maintenance of existing standards of living. 
It was in the debtor countries which had, wisely or unwisely, come 
to depend upon a steady inflow of new capital that the first signs 
of depression began to appear in the second half of 1928. Such 
international maladjustments, added to the uneasy commodity- 
price situation, gave warning of a dangerous instability. It was not 
until the investment and industrial boom broke in the autumn of 
1929 that theie was any very general realisation of these dangers, 
and it is usual therefore to date the beginning of the crisis from 
the collapse of the American security market in October 1929. 
Rut production in many countries was falling oft before this date 
and commoditiy prices in the world as a whole began to fall in 
the latter part of 1928. 

Reference has already been made to the accumulation of 
balances held by French bankers and traders in foreign centres, 
and further attention will be drawn to the importance of these 
large holdings when the movement of repatriation began after 
the dc facto stabilisation of the franc in 1926-27. 3 The balances 
were accumulated mainly in the years 1923 to 1926, partly as 
a result of a “ flight from the franc ” in the period of currency 
inflation and of foreign speculation in French currency. In 
addition, there was, during the period of currency instability, 
a very general practice of holding balances due to French traders 
in foreign currencies. For several years the French balance of 
commodity trade had been active, first because of the premium 
on exports as the currency depreciated, and later because the 
franc was stabilised at a low rate of exchange. 

1 If tlu* Ford Motor Company flotation is excluded, the percentage becomes 17. 

• The Economic Journal , December 1931, page 577 cl seq 

3 See Chapter I, section {vui), and Chapter \ 1. 
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It is estimated, therefore, that after 1923 roughly 
$500 million annually was added to French balances abroad. 
The provision of such large sums, which were used almost 
wholly in the short-term market, was a material factor in the 
encouragement of the investment boom and also in the raising 
of foreign loans. When these balances began to be encashed 
and drawn back to France in the form of gold, three important 
consequences followed : it became more difficult,, and ultimately 
impossible, to maintain the security boom, foreign loans were 
raised with increasing difficulty both in New York and in London, 
and, on the other hand, the building up both of gold reserves 
and of credit resources in Paris promoted a considerable invest¬ 
ment boom in France which was prolonged until well into 1930. 
There appears to have been some tendency for the balances 
to move back to France as early as the latter part of 1927 ; 
but Ihev continued, on the whole, lo accumulate till a lew 
months before legal stabilisation in 1923. In the killer part ol 
1928 there was no longer any doubt of the substantial move¬ 
ment, and this continued at least till the end of 1931. 

The movement of balances was reflected in a continuous 
import of gold, which swelled the reserves ol the French banks. 
There was a steady rise of the note circulation, together with a 
large increase in capital flotations and savings deposits and 
some indication of the hoarding ol currency which, after the 
crisis developed, increased very considerably. The capital issues, 
excluding those of the large railway companies, rose rapidly 
after the stabilisation of the franc and production also increased 
substantially, as the following table shows. From the middle 
of 1928, part of the increase in capital issues was due l o conversion 
of old securities into new; part to fresh subscriptions. 


Currency, Capital Issues and Production in France , 192-5-J931. 


Year 

Gold 
| reserv es 

1 Notes 
in cir¬ 
culation 

Capital 

issues 

index of 
production 
1013 - 100 


i Francs (000,000s) 


1925 . 

i 13 

50 

307 

85 

1926 . 

1 18 

52 

401 

99 

1927 . 

18 

56 

616 

87 

1928 . 

32 

62 

876 

100 

1929 . 

42 

69 

1,259 

109 

1930 . 

54 

76 

1,823 

110 

1931. 

1 

69 

86 

1,362 

98 
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This table affords clear evidence that the investment boom 
in France continued long after the breakdown of the Stock 
Exchange speculation in the United States. The monthly index 
of production remained at a relatively high level until the 
middle of 1931. 

These developments have been traced in the United States 
and France because these were the two great creditor countries 
which were able to command the largest capital resources. The 
other great creditor country, Great Britain, was struggling on 
the economic defensive throughout all the period after 1923, 
when its currency was stabilised at a high lex el. Even so, there 
was a marked increase in production in 1929, when the index 
showed a gain of 0 per cent over the prexious year. In the 
same year the Swedish index rose 13 per cent, and remained at 
this high lex el during most of 1930. Canadian production 
increased 12 per cent, United States 7 per cent, and France 
9 per cent in 1929. 

There was, in fact, a marked increase of production in most 
of the great manufacturing countries, which benefited consi¬ 
derably from the lower prices of raw materials relatively to finished 
products, lloxv lar this was due to the difficulties in xxiiich the 
raw-material-producing countries were placed by the tendency 
for their imports of capital to decline, is a problem that needs 
further inx'ostigation. Indeed, the xvhole problem of the relation 
between the dixergent movements of the prices of raw materials 
and finished products, the effect upon them of alterations in 
monetary policy, and the international implications of these 
relations as affecting both commodity trade and capital move¬ 
ments, would seem to lie at the root of the crisis. 

It is at least clear that bv the middle of 1929, while the 
investment boom xvas still in full swing, many of the raxv-malerial- 
producing countries were experiencing financial stringency. 
This is true also of the great borrowing countries in Europe, 
which found the supply of capital available for long-term 
investment failing and endeax T oured to meet their needs by more 
expensive and insecure short-term adx r ances. In many eases they 
had over-borrowed, and further borrowing might merely have 
postponed (and aggra\ T ated) their difficulties. The weakness^ of 
their position was such that, when the break came in the New 
York stock market in October 1929, many forces xvere set in 
motion which combined to precipitate a sex ere fall in commodity 
as well as security markets. Severe industrial contraction reduced 
the demand for raxv materials at the same time as the producing 
countries strox T e to liberate export surpluses, a strong demand set 
in for short-term credits to tide over immediate payments, and 
money rates were raised hurriedly, further contracting the 
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supply of available credit. Many of the controls by which the 
prices of important commodities had been maintained were 
weakened and further reductions of prices were inevitable. 

The immediate causes of the breakdown of the Stock Exchange 
boom are, as always, somewhat obscure. The Federal Reserve 
Board, after its effort to stimulate credit expansion between 
August 1927 and February 1928, raised its rediscount rate and 
sold securities steadily in an effort to control the boom. The 
rediscount rate rose from 3% per cent in January 1928 to 
5 per cent in July 1928, but remained at that figure till August 
8th, 1929, when it was again raised to 6 per cent. This pressure 
affected different parts of the price structure unevenly. The 
advance in the stock market was at first little affected, because 
higher interest rates weighed little against the prospects of 
capital appreciation. In the commodity markets, there appears 
to have developed a much earlier pressure on raw material and 
agricultural prices, which were tending to fall Irom the middle 
of 1928. The rediscount rate remained unchanged from July 1928 
to August 1929, and during that time the very large consumption 
boom developed which supported prices, particularly of manu¬ 
factured consumption goods, while valorisation schemes supported 
agricultural prices. The cumulative effect of higher discount 
rates, however, supported by the transference of the French 
balances, must have undermined the confidence of professional 
operators. 

In the United States, the peak ot production was reached in 
the summer of 1929 and production was lulling off for some months 
before the break occurred in the security markets. Speculative 
activity on the Stock Exchange continued to increase until 
October, supported by such new credit devices as the investment 
trusts. It was not until the Federal Reserve Board began to 
discriminate against further advances to support security prices 
that this speculative activity came to an «md. 

The final break in such a situation is largely dependent upon 
more or less accidental factors of a psychological character. But 
behind them lies the significant fact that the speculative invest¬ 
ment and the industrial development which it promoted, parti¬ 
cularly in the consumption industries, finally outran consumer 
income. It became evident that security prices had reached 
levels at which the highest dividends that could reasonably be 
expected represented a very low yield, and it needed only a 
slight shock to confidence for the whole structure of inflated values 
to crumble. At the same time, the actual income of substantial 
sections of the community, such as the agriculturists, was 
affected when the tendency to falling prices reasserted itself. 

The international side of this story is clear. The export of 
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American capital had created additional purchasing power in 
foreign markets and made possible a large active balance of export 
from the United States. The reduction of these overseas loans 
in 1928-29 came at the same time as the British money market 
was finding difficulty in furnishing new money, and French capital 
was returning in large volume to France. Gold began to flow, 
not only to France, but to the United States, in the early part of 
1929. The result of these factors and their influence on banking 
policies elsewhere was “ a severe crimp in credit in almost every 
nation all round the world The consumers everywhere found 
their income inadequate to purchase the greatly increased volume 
of production. 

There came a check, therefore, both to new capital construction 
and to the operations of existing plant. Unemployment increased, 
and “ early in 1929 it became evident that the profits of American 
business corporations would not continue to increase. It later 
became evident that the proiits of these enterprises would not 
justify the inflated prices of their securities on the stock exchange. 
The Federal Reserve Board began to oppose further use of bank 
credit to support the inflated prices of securities. The stock 
market tumbled, and business started on its long slide 
downward.” 1 2 

(ii) Tim Deepening of the Economic Depression, October 
1929 to M\y 1931. 

After the break on the New York Stock Exchange in October 
1929, a rapid fall of prices set in, which strengthened the already 
existing depression in the raw-material-producing debtor coun¬ 
tries and gravely aggravated the already declining productivity 
in most industrial countries also. A detailed account of the 
spread of the crisis in this first period has been given in a former 
publication and need only be summarised here. 1 

The year 1930 in the United States has been described as a 
period of “ continuous but orderly deflation in security prices, 
commodity prices, credit outstanding, and in the manufacture, 
distribution and sale of goods 3 This description is fairly 
typical of the generally optimistic view taken in most countries 
in early 1931. A year earlier, it was only from the weaker debtor 


1 See discussion, “ The Business Depression of 1930 ", at the annual meeting 
of the American Economic Association, reported in the American Economic Review, 
Supplement, March 1931, pages 172-201. 

2 See The Course and Phases of the World Economic Depression, Geneva, 1931, 
Chapters V and VI. 

3 “Commercial llistorv and Review of 1930", The Economist , February 14th, 
1931. 
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countries that reports came oi discouraging conditions in 1929. 
Though the Stock Exchange break in October had unsettled not 
only security prices, but money rates and some commodity prices 
also, the full extent of the depression was not generally realised. 
There was indeed, at the end of 1929 and in the early months of 
1930, some measure of relief, particularly to the European money 
markets. Short-term balances were no longer attracted to New 
York by the high rates of interest that had ruled during the 
boom ; there was some tendency towards a reversal of capital 
movements back from the United States once more, the United 
States exported gold, and credit conditions were noticeably 
easier. Moreover, the advance in security prices had not reached 
the same proportions and had been checked earlier in most of 
the other principal centres, so that the shock to other stock 
exchanges, despite the collapse of certain speculative enterprises, 
was not as severe as might have been expected. When, in the 
spring of 1930, there was a fairly considerable rebound of security 
prices in New York, optimism was expressed in many quarters 
and there were hopes that the depression would be ot compara¬ 
tively short duration. The subsequent steady deepening of the 
depression belied these hopes, and the second half of 1930 and 
the first months of 1931 proved to be a period ot unrelieved 
deflation and deepening depression. Even then, as the quotation 
above will indicate, the deflation was regarded in many quarters 
as the inevitable and wholesome liquidation period of a major 
economic cycle. When, however, an acute financial crisis was 
superimposed upon this liquidation in the earl\ summer of 1931, 
the underlying gravity of the situation could no longer be 
ignored. 

The dominant factor in the deepening economic depression 
of 1930-31 was the collapse of agricultural and raw-material 
prices. The prices of finished manufactured products were 
relatively well sustained ; but there was a precipitate decline not 
only of foodstuffs, such as wheat and coffee, but also of many 
important minerals such as copper. For a time, animal products 
were less affected than the cereals, and it was noticeable 
that the countries w r here animal products were important 
remained relatively prosperous till towards the end of the year 
1930. In the case of such countries as Denmark, Ireland, 
Estonia and Latvia, the maintenance of butter and meat 
prices, combined with a fall in cereals, gave a relative advantage in 
producing costs. 

The following table, reproduced from the League’s Review of 
World Trade , 1930 , is sufficient to illustrate the range of these 
disparities in price movements : 
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Percentage Change in Average Gold Export Prices from 1929 

to 1930 . 


1. 

Coffee (Brazil). . - 

- 13 

2. 

Rubber (British 



Malaya) . . . - 

- 12 

3. 

Wool (Australia). 

- 10 

4. 

Maize (Argentine) - 

40 

5. 

Raw silk (.Japan) - 

- 30 

(). 

Tin (British Ma¬ 



laya) .... 

28 

7. 

Cotton (U.S.A.) . - 

- 25 

8. 

Copper (U.S.A.) . - 

- 25 

9. 

Wheat (Australia) 

22 

10. 

Sugar (Czecho¬ 



slovakia) - 

— 20 

11. 

Butter (Denmark) 

19 

12. 

Bacon (Denmark) 

15 

13. 

White cotton 



piece-goods (U.K.) - 

- 11 


11. Petrol (U.S.A.) . —11 

15. Frozen meat 

(Argentine) — 9 

10. Silk tissues 

(France) - 9 

17. Wood pulp 

(Sweden) -- 8 

18. Motor-ears up to 

81,000 (F.S.A.) — 2 

19. News-print paper 

(Sweden) -- 1 

20. Steel girders 

(Belgium) - 1 

21. Pig-iron (U.K.) . - 3 

22. Coal (F.K.). . . - 3 


These, it should be emphasised, are annual average calcula¬ 
tions. If the percentage declines from the peak to lowest levels 
were taken, the Jail would he heavier and the discrepancies 
greater. 

This wholesale decline in agricultural and mineral prices in 
1930 is treated in more detail later. 1 It was caused by two main 
factors operating in the more rigid economic system of the post¬ 
war period. 2 1 luring the boom period, many, if not most, of these 
commodities were maintained at relatively high price-levels and 
production was extended behind the shelter of control or valori¬ 
sation schemes financed at increasing cost. It has already been 
argued that the progressive tightening of interest rates in the later 
stages of the boom had made the maintenance of these controls 
increasingly difficult. Production had been extended, stocks 
were piling up and prices were already tending to fall, when 
higher interest rates followed by the collapse of the security boom 
swept the credit basis from under the control schemes. 

The second main factor in depressing the prices of raw 
materials and foodstuffs is the dwindling of capital export 
already noted. From the latter half of 1928, the total supply 
of capital available in the main creditor country, the United 
States, fell off steadily. The debtor countries w’ere thereby 

1 See Chaptei IV. 

“See Chaplei I and Chapter VIII 
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seriously embarrassed in the settlement of their international 
balances. They had come to rely upon large annual borrowings 
as a means of “ bridging the gap ” between their income and 
outgo. It has been estimated that the annual volume of new 
credits necessary for this purpose reached a total of $2,000 
million. 1 In 1928 the total of foreign investment exceeded this 
figure ; but in subsequent years it dwindled away very consi¬ 
derably. There may be ground for criticism of a large part of 
the competitive lending which characterised the boom period, 
and it is probable that there must be a considerable scaling 
down of obligations. 2 Even so, the sudden cessation of lending 
must be recognised as a major factor both in the collapse of 
the price-control schemes and in the general worsening of the 
international financial situation in the debtor countries. 

These two aspects of the problem are, indeed, inseparably 
intertwined. The fall in the prices of agricultural products 
reduced the incomes of the debtor countries and enormously 
increased the real burden of their debts. The pressure of their 
obligations in turn necessitated both heavy taxation and hanking 
policies directed to securing the necessary foreign exchange for 
the service of external debt. Such measures lurther depressed 
the commodity markets. As prices fell, production was increased 
in a desperate effort to attain the same income. Heavier export 
surpluses were thrown on world markets. At the same time, 
very strong measures were taken to restrict imports, and 
particularly to protect the peasant production of European 
countries. 

Most of the debtor countries did, in fact, by drastic reduction 
of imports and some export expansion, achieve a considerable 
increase in their export balances or a reduction in their import 
balances in 1929, 1930 and 1931, despite the lower levels of export 
prices under which they were labouring. Some of the details of 
this process are dealt witli in the Review oj World Trade , 1930. 
The most striking development was that of Germany, whose value 
of imports was reduced by 23.8 per cent between 1928 and 1930, 
while the value of exports rose by 9.8 per cent in 1929 and in 
1930 remained only 2 per cent below the 1928 level. In conse¬ 
quence, a large import balance in 1928 was turned into a consider¬ 
able export balance in 1930. Other debtor countries — the 
Argentine, Austria, Australia, Brazil, Bulgaria, Colombia, Finland, 
Greece, Hungary, Lithuania, Poland, Venezuela, are some 
examples — were forced to the same effort to improve their 
commodity trade balances. 


1 Sir Arthur Salter, Recovery , London, Bell, 1932, pages 51-51. 

2 Ibid., Pait 11, Chapter JJ. 
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It is noticeable that this change began in many cases as 
early as 1928 and was most successful in 1929, when good 
harvests were a help in many countries. The collapse of prices 
in 1930 in most agricultural countries neutralised the increased 
exports (and the import restrictions), dragging down the balances 
of trade in that year to less favourable positions. The improvement 
of trade balances up to the third cjuarter of 1931 was caused 
mainly by the application of economic pressure exercised through 
the restriction of domestic credit. But even in 1929 and 1930 
there were cumulative tariff increases, and after the abandon¬ 
ment of the gold standard by many countries in the latter months 
of 1931, extraordinary measures were taken to regulate foreign 
balances. 

In the great creditor countries the reverse movement took 
place. In the United States of America the active export 
balance over imports was considerably reduced; Great Britain, 
France and other creditor countries increased their import 
balances. 

It is obvious that such large shifts in the balances of trade 
entailed dislocation of existing organisation. The capacity of 
the borrowing countries to purchase manufactured articles, no 
longer sustained by heavy capital imports, fell off very conside¬ 
rably. For a time the sustained prices of manufactures, as 
compared with raw ‘materials, enabled European countries to 
maintain their trade much more satisfactorily than was possible 
for the raw-material-producing countries outside Europe. The 
share of Europe in world trade was substantially increased. 

But even in Europe, and in other areas also, the deepening 
of the agricultural crisis and the increased export surpluses of 
debtor States created a dangerous tariff situation. It will be 
shown later 1 that, as early as 1929, many of the raw-material- 
producing countries had increased their tariff duties in a double 
effort to gain revenue and restrict imports. The great tariff event 
of 1930, however, was the passing of the Ilawley-Smoot tariff in 
the United States, by which additional duties were imposed on 
more than 900 items. The greater number of the heavier duties 
were imposed upon manufactured articles, so that the exports 
of European countries, and particularly of Germany, to the 
United States were most affected. Europe is on balance a large 
debtor to the United States and, in default of new loans being j 
available or of direct payment by exports of manufactured 
articles, the European countries must seek to mobilise dollar 
resources by exporting to other markets, which in turn receive 


See Chapter X. 
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payment from the United States for their exports. The trans¬ 
action, at its simplest, must be three-cornered, the European 
debtor country exporting manufactures to a raw-material- 
producing country which in turn can export to the United States. 
But in 1929 and 1930 these raw-material countries were in 
serious dilliculties, the supply of new capital fell oil during 1929 
and, when the United States tariff further restricted the possi¬ 
bilities of direct payment of debt obligations, it w'as not feasible 
to increase exports of manufactured goods to neutral markets. 
The result was a further very heavy pressure upon prices in 
the debtor States, or, more precisely, upon their export prices. 
Moreover, the United States tariff w'as the precursor of many 
others, and by the end of 1930 there w r as a serious constriction 
of international trade, still further outlining the difficulty of 
discharging debt obligations. 

The deepening of the economic crisis throughout the latter 
months of 1930, therefore, w’as due largely to the accumulating 
difficulties of the debtor countries, and particularly of those 
among them which relied primarily upon exports of raw' materials 
and foodstuffs. There w r ere many complications, perhaps the 
most important being the continued attraction of the French 
short-term balances back to France and the imposition of the 
Hawlcv-Smoot tariff. The ioimer w'as accompanied by a 
continued drain of gold to France, and not only weakened the 
financial position of other gold-standard currencies, but hindered 
any large possibilities of renewed long-term capital exports 
from the United States and Great Britain. The latter still 
further hampered the free exchange of commodities by which 
alone the heavy payments on account of debt service might 
have been achieved. These and many other complications, 
some political, others economic, making for credit string¬ 
ency and insecurity, steadily aggravated the already difficult 
problems of international linance. Efforts at recovery, made, 
particularly in the United States, in the spring of 1930 
and again in the spring of 1931, w r ere dragged dow r n by the 
continuous fall of raw T -material prices and the plight of the 
debtor countries. 

The strain and insecurity of the year are well illustrated both 
by gold movements and by the violent fluctuations of short-term 
capital, together with the great shrinkage of long-term inter¬ 
national investment. 

Some of the more significant statistics are summarised in 
the following table : 



Capital Movements and the Movement oj Gold , 1028-1930. 
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Unfortunately, the data a\ailable are still far from complete 
for most countries. In particular, it is not possible to gel adequate 
information concerning the movements of short-term capital in 
these years. That they were violent may be inferred from the 
fluctuations in the estimates shown above for the United States 
and Germany. There were withdrawals of short-term balances 
on a considerable scale from Germany in 1930, at the same time 
as large temporary advances were extended. A transcript of 
this section of Germany’s international balance-sheet gives an 
illuminating picture of the complications involved in the 
necessity of raising a considerable volume of fresh short-term 
loans to protect the currency, while there was at the same time 
a steady withdrawal of private deposits. 


1 The figures for the capital balance exclude Government capital transactions 

2 The figures lor the capital balance exclude amortisation of inter-Allied debts. 

3 The figures for long-term capital are incomplete. 
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It is, unfortunately, not possible to illustrate the position 
of other debtor countries in this way ; but the remarkable move¬ 
ments shown above for Germany arc perhaps sufficiently indi¬ 
cative of the violent fluctuations in capital movements in 1930. 

(Hi) The Financial Crisis, 1931-32. 

In the spring of 1931, as in the spring of 1930, there seemed 
to be a definite easing of economic and financial conditions. 
The early months of the year were calm, there was some return 
flow of capital to Germany and of gold to Great Britain, security 
prices rose somewhat in most countries in the spring, and money- 
market rates were extremely easy in the ehiet financial centres. 
The Bank of England rate stood at 3 per cent in January, the 
rates in Paris and Zurich were lowered to 2 per cent in that 
moil 111, and on May 7th, the New York rate, which also had 
stood at 2 per cent, was further lowered to 1 1 2 per cent, enabling 
the Bank of England to reduce its rate again to 2*' 2 per cent, 
the lowest point since the war. During the first five months 
of the year, with the one significant exception of India, wheie 
the rate was raised by 1 per cent in Januan, 1 all the changes 
in official bank rates were downward. There was ample evidence, 
therefore, of monetary ease in the chief creditor countries, and 
of the accumulation of liquid capital funds. 

In past crises, such conditions in the principal money markets 
have always been the precursor of recovery from depression ; 
but in 1931 the financial weakness of the borrowing countries, 
and of borrowers within the industrial countries, was such that 
improvement did not follow. It is significant that none of the 
debtor countries, with the exception of Roumania on April 1st, 
was able to reduce its discount rate. Meantime, prices, parti¬ 
cularly of raw materials and foodstuffs, continued to fall steadily. 
The financial crisis which followed made it abundantly clear 
that it was the plight of the debtor countries, at once a main 
cause and the consequence of falling commodity prices, that 
was the darkest spot in the almost universal depression. Only 
Soviet Russia and China, which were insulated to some extent 
— the former by its planned and closed economy, the latter 
by being on a silver currency — escaped the worst effects of 
falling prices. 2 In both these cases, however, the fall of prices 
on world markets caused difficulty through the lowered receipts 
from their export trade. Elsewhere the heavy financial burdens, 
high rates of interest, increasing risk premia 3 and the continuous 


1 The Indian rate was lowered again on May 281 h. 

2 See The Course and Phases of the World Economic Depression, pages 239-240. 

3 Ibid., page 303. 
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narrowing of international markets, together with the rapid and 
severe decline of prices, brought increasing financial stringency. 

The plight of the borrowing countries, reinforced by their 
failure to secure new capital imports, 1 was inevitably reflected in 
considerable shrinkages of their national incomes and purchasing 
power. This caused a further decline in their imports and neutra¬ 
lised the possibility of industrial revival in the creditor countries, 
whose conditions were further affected by the steadily growing 
volume of unemployment. The discrepancy between raw- 
material and industrial prices described in Chapter IV was a 
material factor in preventing improvement in this situation. 
The volume of agricultural production did not fall appreciably, 
and there was heavy pressure particularly on the prices of the 
export surpluses seeking world markets. On the other hand, 
the prices of manufactured products were relatively well sustained 
and production fell to ver\ low levels. Savings piled up but 
investment iell off, and very large amounts of credit were held 
at low rates of interest on short term. On the other hand, long¬ 
term rates of interest remained relatively high. 

Failure to correct these maladjustments negatived the hopes 
that had been placed upon the progressive cheapening of short¬ 
term credit. The New York discount rate remained at 1H 
per cent, the lowest rate ever quoted, from May 8th to October 
9th, 1931, gold reserves were ample and the expansive possibilities 
of the Federal Reserve system undiminished, but it did not 
prove possible to “ pump credit into the markets ”. Several 
factors blocked the way, of which probably the most important 
were political insecurity, leading to fear for the safety of inter¬ 
national investments ; the weak position of the Loudon money 
market, which before the war was the main distributor of such 
investments ; the failure of either the New York or Paris markets, 
which were stronger, to take London’s place in this respect ; 
the resistance to curtailing production of agricultural products 
and to reducing costs and prices of manufactures ; long-term 
rates of interest maintained at levels too high for investment to 
be profitable ; and, most immediately important of all, the over¬ 
borrowed state of many debtor countries. There was a block 
in the circulation of capital which could not be removed merely 
by lowering the short-term rates of interest. 

The various difficulties enumerated were rendered more 
troublesome because they were interlocked. The block in circu¬ 
lation, first of capital and then of goods, was comparable to 


1 There had been an actual export balance on capital account in the second 
half ol 1930 m some of these countries and a consideiable reduction ot impoits 
in most, together with higher rates of interest. 
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a jam in logging operations on a river. Circulation could have 
been restored only by finding the key logs and liberating them 
almost simultaneously before another jam could form. The 
high rate of long-term interest, for example, originally established 
by the scarcity of capital and strong demands for reconstruction 
after the war, was maintained by the boom in investment and 
the security speculation which was described earlier in this 
chapter. After these demands failed in 1929, the rate was still 
kept up by borrowers who were prepared to pay interest higher 
than that which could have been paid if the capital had been 
used profitably in industrial production. This “ distress ” 
borrowing, based upon the effort to maintain the solvency of 
already excessively burdened debtor countries, was the actual 
point upon which the financial crisis broke. 

The interlocking of economic, monetary and political factors 
is particularly well illustrated by the heavy borrowings on 
long term at high rates of interest, by Governments and banks, 

“ not for investment in productive enterprise, but to build 
up liquid reserves, partly gold and partly foreign balances, 
with which to protect their newly restored currencies ’V This 
process, by which it has been estimated £500 million was borrowed 
in the New York market in 1927-28 on long term and re-deposited 
on short term mainly by European countries, gave that market 
a plethora of short-term funds (which was part of the basis 
for the security boom) while helping to keep the long-term interest 
rates at levels which checked productive investment. 

In May 1931, while money rates were still easy and there 
was still some measure of faith in a speedy recovery from the 
depression, a large Austrian bank, the Creditanstalt, disclosed 
heavy losses. The importance of this news from Vienna, which 
travelled round the world’s financial centres like a seismic shock, 
lay less in the event than in its general significance. 2 It was 
instantly realised that, not only other banks in Austria and 
foreign countries, but virtually the whole industrial structure 
of Austria, and other Eastern European countries, would be 
involved. It was equally evident that neighbouring debtor 
States, and particularly Germany, would be at once exposed 
to the danger of panic withdrawals of capital. A crack had 
developed in the carefully constructed and patched facade of 
international finance and, through that crack, already timid 
investors and depositors caught glimpses of a weak and over¬ 
burdened structure. It was not only a bank which threatened 
to CoWare, but the whole system of over-extended financial 

1 Cl. J. M Keynes, The Future o) Ih#* liutc oj Jritcrrsl. Vo] V No 57 

September 1950. 

*Cf. the graphic account given by Sir Arthur S.jltei, Hanvrnj, Chapter IV. 
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commitments which was the worst legacy of the war and of 
subsequent credit expansion. 

Austria had been the first European State, except Sweden, to 
stabilise its currency and undertake a comprehensive policy of 
reconstruction. The success of that policy was the earliest, and 
in many respects the most convincing, proof of the efficacy of 
international co-operative action in the financial and economic 
sphere. It was, moreover, both a model upon the experience of 
which subsequent reconstruction schemes drew heavily, and a 
material factor in promoting the recovery of industrial production 
and trade which was worldwide after 1925. 1 When, in June 
1926, the League Commissioner laid down his office, financial 
stability had been restored and competent economic investigation 
had given reassuring evidence of sound economic recovery. 2 The 
economists’ report, however, drew attention to the dependence 
of Austria upon external commercial conditions and her vulner¬ 
ability to tariffs, to the necessity of maintaining the foreign 
credits that had been obtained, and to the danger that might 
arise from her “ swollen banking apparatus, too large for her 
present needs ”. The main drift of the economists’ report was 
summarised in the statement that “ the factor which will decide 
whether Austria remains in poverty or is able to recover to 
a more normal standard of comfort is her ability to sell her 
goods abroad ”. 3 

During the boom period 1926-1929, private capital flowed 
into Austria, as into the other Central and Eastern European 
countries, in considerable volume. Industrial, commercial, banking 
and State enterprises were extended and heavy debt liabilities 
were built up. The first indication of the extent to which the 
banking and industrial structure of Austria had become dependent 
upon the continued flow of new capital came in October 1929, 
after the curtailment of capital exports from the United States. 
The Boden Creditanstalt, a large industrial and agricultural 
bank, became embarrassed and was absorbed by the Credit¬ 
anstalt on terms which represented a severe loss to the share¬ 
holders. The Creditanstalt, itself deeply committed^ with 
industrial investments, by absorbing those of the Boden Credit¬ 
anstalt and two other banks, was in a weak position when the 
full force of the world depression burst upon it in 1930. In that 
year it suffered a loss of 140 million schillings ($20 million), 
so that in May 1931 the Austrian Government, in order to avert 


1 The Financial Reconstruction of Austria , (document G.56# M.232.1P26.II). 
Report by Mr. \V. T. Layton and Professor Charles Rist on the Economic 
Situation of Austria (document C l J0.M.IG2 192o.Il) 

J T/lt' Financial /Fcons/rac/ion o/ Am/c/a (document C.oOSM 
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a breakdown of the banking system, was forced to guarantee 
all deposits, foreign and domestic, of the bank. In this operation 
it was assisted by an advance of 150 million schillings from the 
Bank of England, while at the same time the Bank for Inter¬ 
national Settlements advanced 100 million schillings to the 
National Bank of Austria. 1 The foreign creditors of the Credit¬ 
anstalt, for their part, undertook not to withdraw their advances, 
amounting to 500 million schillings, for a period of two years. 2 

For the time being, the situation in Austria was saved. The 
subsequent history of the Creditanstalt became merged with 
that of the National Bank of Austria and the Austrian Govern¬ 
ment. On August 7th, the latter addressed a letter to the League 
of Nations requesting the Council “ to proceed to an examination 
of Austria’s economic and financial difficulties and to seek the 
means of remedying them ”. When the Financial Committee 
of the League met in September, Hungary also had requested 
assistance. Greece and Bulgaria followed in January 1952, 
and in March of that year the League was faced not only with 
the specific situations in those countries, but with the general 
problem of the financial and economic structure of Eastern and 
Central Europe in relation to the world depression. 

Before these developments took place, however, the storm- 
centre had shifted, first to Germany, then to England, and later 
to the United States. The revelation of financial weakness 
in Central Europe created a panic among investors and holders 
of short-term balances. As early as September 1930, the Beichs- 
bank had suffered a run. Political conditions were disturbed 
and there was fear of a revolution. The reserves of the Reichs- 
bank fell alarmingly as securities were sold and short-term 
credits were withdrawn to the extent of almost RM. 1,000 million 
($250 million) in the last quarter of the year, 10 per cent of 
the foreign exchange holdings being lost in a single day. The 
run was temporarily stopped by an international banking group 
advancing $125 million for six months, with the possibility 
of three renewals. 

The Austro-Gcrman protocol announcing the plan of a 
Customs Union appeared on March 21st, 1931. The European 
political situation was strained and international economic 
co-operation became more difficult. Soon after the Credit¬ 
anstalt difficulties were announced, a renewed run began on 
the Reichsbank, which lost $250 million of its gold and foreign 
exchange in four weeks. The Bank for International Settlements, 


1 The Austrian Government had successfully floated a loan of $102 million 
in July 1930. 

2 League of Nations Financial Committee : Report to the Council, September 
19th, 1931 (document A.55(*).1931.U.A). 
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on June 25th, arranged a rediscount credit of $100 million to 
help the Reichsbank ; but three-fourths of this credit was used 
in a month. 

Meantime, the President of the United States launched, 
on June 23rd, the proposal for a year’s moratorium of reparation 
and war-debt payments. On July bth, the proposal went into 
force amended by an arrangement under which Germany agreed 
to pay the unconditional annuities to the B.I.S. and France 
agreed to reinvest them in guaranteed bonds of the German 
State Railways. The relief thus given to Germany did not, 
however, stay the course of the panic. On July 8th, an emergency 
decree was issued in Berlin under which effect was given to a 
joint guarantee by banking, industrial and trading establishments 
of RM. 500 million to be placed at the disposal of the Gold 
Discount Rank in order to sustain foreign credits. Withdrawals 
of foreign exchange continued, however, and the disclosure of 
enormous losses by the North-German Wool Company involved 
the closure of the Danat (I)arinsladter und Nationalbank) on 
July 13th, despite a Government guarantee of its liabilities on 
the previous day. Other German banks were subjected to runs 
and were compelled to limit withdrawals to from 5 to 20 per cent 
of deposits. The Bourse was thereupon closed, the discount 
rate rose from 7 to 10 per cent and the statutory reserve ratio 
of the Reichsbank was lowered from 10 to 30 per cent. At the 
same time, provision was made for control of foreign exchange 
payments to be centralised in the Reichsbank and for restriction 
of bank payments. 

International effort was continued. The British Government 
announced that it would not require payment of its share of 
the reparations due on July 15th, and the B.I.S. next day renewed 
its rediscount credit to the Reichsbank. An international 
conference was held in London from July 20th to 23rd, 1 which 
invited the Bank for International Settlements to “ set up 
without delay a committee of representatives nominated by 
the Governors of the Central Banks interested, to enquire into 
the immediate further credit needs of Germany and to study 
the possibilities of converting a portion of the short-term credits 
into long-term credits ”. 

This Committee met at Basle on August 8th, and proceeded 
to a careful detailed study of the German situation. 2 The report 
stated emphatically its agreement with the opinion of the London 
Conference that the withdrawals of short-term balances were 


1 Attended by representatives of the United States, Belgium, France, Germany, 
Italy, Japan and the United Kingdom. 

2 Report of the Committee appointed on the Recommendation of the London 
Conference, 1931. 
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" not justified by the economic situation of the country 
Withdrawals had , however, taken place, and the large volume 
of short-term liabilities still remaining rendered Germany 
extremely vulnerable. Germany, at the end of 1930, had short¬ 
term investments abroad amounting to about RM. 5,300 million 
but her foreign short-term indebtedness was estimated at RM. 
10,300 million. As in Austria and the other borrowing countries, 
the bulk of this indebtedness on short-term was on private, 
mainly banking account. “RM. 1,100 million consisted of the 
short-term debts of the Reich, Federal States and Municipalities, 
RM. 9,200 million of the obligations of the banks and the balance 
of other short-term liabilities. 5,1 The seriousness of the drain 
is illustrated by the fact that, in the first seven months of 1931, 
no less than RM. 2,900 million were withdrawn, of which RM. 
2,100 million came from the short-term liabilities of the banks. 

It was for this reason that arrangements were made for a 
meeting of the foreign banking groups concerned, from August 
14th to 19th, with the result tliat a “ standstill ” agreement 
was arranged “ for the continuation of credits to the German 
debtors up to the total then outstanding for a period of six 
months, subject to an arrangement being made with regard to the 
existing central bank credits ”. Similar standstill agreements 
were made by the creditors of other debtor countries such as 
Austria and Hungary. When the German agreement expired in 
February 1932, it was possible, after prolonged negotiations, 
to arrange a further renewal, subject to the repayment of 10 per 
cent of the outstanding total. 

The second half of the Committee’s task required it “ to 
consider the possibility of Germany raising a long-term loan ” ; 
but the Committee pointed out the dependence of any such 
proposal upon “ the assurance that international political 
relations are established on a basis of mutual confidence, which 
is the sine qua non of economic recovery, and that the international 
payments to be made by Germany will not be such as to imperil 
the maintenance of her financial stability ”. Their report 
concluded on a note of urgency, printed in heavier type “ urging 
most earnestly upon all Governments concerned that they lose 
no time in taking the necessary measures for bringing about 
such conditions as will allow financial operations to bring to 
Germany — and thereby to the world — sorely needed 
assistance ”. 

As a result of these emergency measures, the danger of 
imminent collapse in Germany seemed to have been tided over. 
Immediately after the London Conference, it was announced 


Report op. cit ., page 3. 
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(on July 25th) that the Danat Bank would hr reopened. On 
August 1st, the bank rate was raised from 10 to 15 per cent; 
but after the renewal, on August 3rd, of the B.I.S. credit of 
$100 million, the Reichsbank gained gold and foreign exchange 
cover. The rate was reduced again to 10 per cent on August 12th, 
and 8 per cent on August 19th. On the latter date also the 
“ standstill ” agreement was signed with the Bankers’ Committee ; 
the stock exchanges reopened on September 3rd, on the same 
day as it was announced that the proposal for an Austro-German 
Customs Union would be dropped. The strain was not renewed 
until after the fresh disturbances caused by Great Britain’s 
abandonment of the gold standard on September 21st. 


(ip) The Abandonment of hie Gold Standard. 

Great Britain’s difficulties were connected both with Germany’s 
and with those of Central Europe, which were very much 
aggravated by the run on German banks. The movements of 
bank rates in June, July and early August were all upward. 
The Bank of England raised its rate from 2 y 2 to 3% per cent 
on July 23rd and to P er cent a week later. Despite this 
action, it lost over £30 million in gold in the last fortnight of 
July. It was known that British bankers had lent, not only 
Germany, but other Central European countries, a large amount 
of short-term credit which was rapidly becoming “ frozen ” by 
the inability of these countries to meet their foreign obligations. 
The Macmillan Committee, in its report published on July 13th, 
had drawn attention to the volume of short-term claims 
on London and, even though it was pointed out that the amount 
had fallen, some uneasiness was created by the magnitude of 
the total. On July 31st, the M ay C ommittee published its report 
upon the condition of the pubhcHnances, and for the first time 
there was general realisation of the probability of a large deficit, 
estimated at £120 million. The Cabinet disagreed on proposals 
to balance the budget, and on August 21th the National Govern¬ 
ment was formed. 

At the beginning of August, the Bank of England had secured 
a credit of £50 million from French and American banks, with 
which to withstand the drain on the gold reserves caused by the 
withdrawal of short-term balances and the sale of British 
securities. On August 29th, a further credit of £80 million was 
arranged by the Treasury; but the drain continued. Over 
£200 million was withdrawn from the London money market in 
the two months preceding September 20th. A supplementary 
budget imposing heavier taxation was introduced on September 
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10th as a measure of financial reform ; but on the 15th, a protest 
by naval ratings in the Atlantic Fleet against pay reductions 
was given wide publicity. The run on London rose to extraordi¬ 
nary proportions. Between Wednesday morning, September 
10th, and Saturday midday, the 19th, over £13 million of short¬ 
term funds were withdrawn. On the other hand, British short¬ 
term holdings amounting to £70 million in Germany alone 
had been locked up by the London Conference Agreement. On 
September 21st, therefore, legislation was passed suspending 
the Bank of England’s obligation to sell gold. The bank rate 
was raised to 6 per cent and the Stock Exchange closed for two 
days, while restrictions were imposed temporarily upon dealings 
in foreign exchange. 

The immediate effect of this momentous decision in Great 
Britain itself was not alarming. As soon as the Stock Exchange 
opened, there was a small boom in the sterling prices of industrial 
securities. Exchange rates on gold currencies dropped 25 per cent 
almost immediately ; but prices in Great Britain remained steady 
and the people were calm. The National Government appealed 
to the country, and was given an overwhelming majority on 
October 27th. There was no longer any doubt about the neces¬ 
sary financial measures being taken to balance the budget, and, 
in fact, these measures proved more fruitful than had been 
expected. As domestic prices remained steady, tension gradually 
relaxed. On October 30th, the Bank of England repaid £20 
million of its first loan from the French and American banks, 
the remainder being renewed for three months. At the expiration 
of this period, the balance was met. The greater pari of the 
Treasury Loan ($150 million and Fr. L600 million) was repaid 
at the end of February, the remainder of the American portion 
($50 million) being repaid at the end of March, thus wiping out 
the advance, with the exception of a part of the French loan, 
which w T as in a form that could not be redeemed in advance. 

The inherent financial strength of Great Britain was 
also displayed in the fact that the mere cessation of overseas 
lending once again enabled her to draw r resources from her 
debtors all over the w r orld. Imports increased heavily and 
a series of measures, beginning with the Abnormal Importation 
(Customs Duties) Act of November 19th, was taken to restrict 
them. Exports of gold from India, tempted out of hoards by 
the premium in terms of rupees, flowed in increasing quantities 
to Great Britain and were a material help in enabling the Bank 
to pay oil its foreign credits. 1 Essentially the process w r as a 


1 For an estimate of this movement, see Report of the Gold Delegation of the 
Financial Committee, Geneva, 1932, League of Nations (document G.502.M.243. 
1932.11 A), Section IX, “ The Supply ol Monetary Gold ”. 
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mobilisation ol overseas investments, since the Indian Govern¬ 
ment used the gold offered to it to pay off maturing loans. 
Finally, the strong creditor position of Great Britain began to 
exert its influence upon the exchange rates, despite the large 
repayments to France and the United States. The pound was 
undervalued, and, when it began to rise, speculation assisted 
the process. From the 30 per cent discount to which it had dropped 
in February, sterling recovered quickly to less than 20 per cent 
discount in April. Bank rate was lowered to 5 per cent on 
February 18th, to 1 per cent on March 9th and to 3% per cent 
on March Kith, the upward swing of the exchanges was checked 
but sterling remained strong. 1 

Elsewhere, on the other hand, the repercussions of 
the lall of the pound were more serious immediately. The 
first effect was to cause the abandonment of the gold standard 
by a number of other countries which were in close relationship 
with Great Britain. The Argentine and Uruguay had suspended 
gold payment in December 1929, Canada had introduced 
restrictions on the gold standard at the end of 1929 also, and in 
1930 the exchanges of Brazil, Chile, Venezuela, Paraguay, Peru, 
Australia and New Zealand fell and remained below export gold 
point. After Great Britain s action, the number of countries off 
gold was greatly increased. Belore the end of October 1931, all 
the British Dominions except South Africa, the rest of the British 
Empire, and the three Scandinavian countries, as well as Portugal, 
Egypt, Bolivia, Latvia and Finland, had departed from gold. 
Japan followed in December 1931, Greece in April and Siam 
and Peru in May 1932. 

This very considerable breakdown of the world’s monetary 
mechanism was important in itself. Even more important in 
the immediate situation, however, was the reaction upon the 
remaining gold standard countries and upon the financial 
structure of the world as a whole. When Britain went off gold, all 
the European stock exchanges, except those of Paris, Milan and 
Prague, closed for various periods ; bank rates rose, foreign 
exchange restrictions (ranging from limitation of imports to 
moratoria) 2 were imposed in thirty different countries, tariffs were 
increased, contingent, priority and quota systems introduced.'* 
" Partly as a result of these trade restrictions, the fiuanettd 
storm burst with redoubled force on Germany, winch on November 
19th applied to the Bank for International Settlements for the 
convocation of the consultative Committee provided for by the 
Young Plan. The Committee met at Basle on December 7th, and 


1 Hie rate was further reduced to a per rent on April 21st, and 2 1 per cent 
on Maj 12th. 

- See Chapter X 
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next day the German Government published an Emergency 
Decree, the fourth of a series effecting sweeping economies in the 
‘ public service, heavier taxation, salary, wages, rent and price 
cuts and economies in unemployment insurance. There was no 
precedent, outside of Russia, for such drastic measures both of 
control of economic life and of sacrifices imposed on a whole 
people. The Committee, in support of its conclusion that 
Germany, after the expiry of the Hoover Moratorium in July 1932, 
would not be able to provide the “ conditional ” reparation 
payments under the Young Plan, made a thorough investigation 
of the developments since the Advisory Committee of the London 
Conference had reported in August. It found that “ the total 
commercial debt, and in particular the amount lent on short¬ 
term ”, was larger than the earlier estimate, amounting to 
nearly RM. 12,000 million at the end of July 1931. Of this 
total, however, RM. 4,000 million were non-banking credits and 
therefore less liable to be withdrawn, while RM. 6,000 million 
were under the standstill agreement. It was significant that, 
of the amount not covered by the standstill agreement, RM. 1,200 
million had been withdrawn by November 20th. The renewal of 
the standstill agreement in February 1932, and the extremely 
vigorous measures of deflation within Germany itself, kept the 
currency stable and the acute stage of the panic passed once more. 
In the spring of 1932 there was relative economic calm, but on a 
basis of lower prices, higher unemployment, and greatly shrunken 
trade. 

Before the acute stage of the panic passed, however. New York 
was for a few weeks subject to much the same kind of run as 
London and Berlin had experienced. In October, a “ gold rush ” 
set in which had the net effect of reducing the United Slates 
stocks by $715 million. For a time there was some discussion of 
currency stability ; but, beyond its effect on timid investors and 
depositors and through them upon bank failures, this discussion 
had little reality. 

France also did not go unscathed in the panic. After the 
depreciation of the pound sterling, a number of banks were 
forced to close down. The Government came to the rescue of 
the Banque Nationale de Credit and also made special arrange¬ 
ments with the Banque de France covering its losses on sterling 
holdings. 

The most important results of the British action, however, 
were slower. The panic passed, and in the spring of 1932 there 
was lethargy — a state of suspended animation — rather than 
feverish action. But in the meantime the fundamental difficulties 
of the crisis were sensibly aggravated. The apparent stability of 
prices in the countries that had abandonee! gold contrasted 
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strongly with the precipitate further decline of gold prices. 
Foreign investment, which had been reduced before, ui the latter 
part of 1931 became negative as the great creditor countries 
ceased lending and drew upon their vast resources. Trade 
circulated more feebly than ever in the face of continually 
increasing restrictions. Standstill agreements imposed a virtual 
paralysis upon a growing part of international finance. 

Statistics are given in Chapter VI of the extent to which the 
flow of capilal from creditor to debtor countries has been reversed 
in the depression years. 

Such violent reversals of the normal flow of capital movement, 
involving altogether unprecedented gold shipments and accu¬ 
mulations, have completely disorganised world trade. The 
world’s creditors have not only stopped lending, but have been 
drawing in both interest and capital as far as that has been 
possible. The international economic situation thus created is 
comparable only with that which would result if all the banks in a 
developing mercantile community were to refuse new accommo¬ 
dation, and press for both interest payments and reduction of 
overdrafts. 

Throughout 1931 and the first half of 1932, Europe held the 
centre of the stage, with only occasional attention diverted to the 
United States. But the financial situation of the rest of the 
world for the most part grew steadily worse also. Japan affords a 
good example of the strain. Prices fell in that country’ from 228 
in January 1929 and 201 in January 1930 to 159 in January 1931 
and 147 in November 1931, after which Japan left the gold 
standard. Exports fell off from Yen 2,218 million in 1929 to 
Yen 1,179 million in 1931, while imports were virtually halved 
also. In the invisible trade a surplus of Yen 220 million in 1928 
had become a deficit of Yen 15 million by 1931. Earnings fell 
practically 10 per cent in 1931 and employment declined in 
approximately the same degree. In the first eleven months of 
1931, Japan lost almost 40 per cent of her gold reserves, and this 
after she had lost 25 per cent in 1930. Iler reserve, which had 
been Yen 1,087 million on January 18th, 1930, fell to Yen 
521 million on December 5th, 1931. 

Other examples might be quoted ; but, with the possible 
exception of Australia after the abandonment of the gold standard 
by Great Britain, there is a consistent story of unrelieved deepen¬ 
ing of the depression. In Australia, a currency already 30 per 
cent below sterling shared in the sterling fall also. Tariffs had 
been raised, wages, salaries and domestic interest had been reduced, 
and even the slight rise in sterling prices brought some relief. 
There was, indeed, some softening of the shock in all the countries 
which had followed Great Britain off gold ; but, since this action 
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was not universal and its immediate effect was lo precipitate a 
still further decline in gold prices and to concentrate the deflation 
still more heavily on the gold-standard countries, the restrictive 
measures introduced to cope with this situation engendered so 
much deeper depression that not even the countries which had 
abandoned gold could wholly escape further contraction. In the 
spring of 1932, Europe and the world as a whole lay prostrate and 
exhausted by a succession of disasters ; but there was little 
indication that any of the restorative measures proposed were 
capable of restoring its \igour. 



Chapter III. 

TIIK DISORGANISATION OF PRODUCTION. 


(i) Tiie Changing Structure of World Production. 

The basis of the world's work is individual effort. Despite 
scientific discoveries and mechanical contrivances, the bulk of 
the world’s production is still carried on from year to year by 
comparatively simple processes and on a small scale. A super¬ 
structure of manufacturing production has been erected upon 
the foundation of the extractive industries, and an elaborate 
organisation of commerce and credit has become necessary for 
the whole system. In the last analysis, however, the production 
of foodstufls and raw’ materials is not only the primary process, 
but may il necessary become the basis of a simpler, less extended 
and less intricate economic organisation supporting a lower 
standard of living. 

In modern times, not only the superstructure of manu¬ 
facturing, but the commercial and credit organisation — all 
the secondary and tertiary processes of economic production — 
have come in most countries to play an increasingly important 
role. Moreover, the widespread and complex organisation has 
called for increasing attention to the co-ordination of individual 
and group activities. The organisation of co-operation demands 
a larger proportion of thought and effort, and many specialised 
parts of the organisation become somewhat remote from the 
actual productive processes. The fundamental reason for the 
existence of commercial and banking institutions lies in their 
utility in facilitating co-operation among producers and con¬ 
sumers ; but such institutions tend to take on a life of their own, 
to exercise a directive control over production, and, by their 
own difficulties, to exert at times a disturbing influence on 
productive activities. It needs, therefore, to be remembered, 
especially in times of crisis, that economic activity is designed 
primarily for efficient production, and that the production of 
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foodstuffs and raw materials is the first and most essential stage 
in the process. 

It is, moreover, the most stable and reliable part of the 
economic organisation. As was recorded after a previous depres¬ 
sion, seed-time and harvest, cold and heat, summer and winter, 
do not cease, even in times of acute economic crisis. It is the 
superstructure rather than the foundations of economic life 
which is shaken by most crises. Indeed, the crises have often 
arisen from the unsatisfactory operation of the commercial 
and credit mechanism ; though at times a disequilibrium between 
The demand and supply of agricultural products plays an impor¬ 
tant part. 

The records of most previous crises are remarkable for 
the comparatively slight variation they disclose in the quan¬ 
tity of production. Statistics do not extend very far back 
and are not very complete for most countries. Perhaps the most 
elaborate are those for the United States of America, a country 
which has experienced an unusually rapid and sustained economic 
expansion. 1 Even when the upward trend of the statistics is 
eliminated, however, the degree of fluctuation of productive 
activity in economic booms and depressions is comparatively 
small. Some evidence of this was collected in a previous League 
publication. 2 

Most recent depressions, those for which fairly adequate 
records are available, were quite clearly concentrated in, though 
not confined to, the credit and commercial structure. The 
liquidation and reorganisation which they caused necessarily 
extended into the productive organisation, but mainly into the 
secondary manufacturing processes. Aberrations in the mecha¬ 
nism shook the superstructure and perhaps caused some strains 
and breakages before it settled to a new equilibrium, but the 
foundations of economic life were less affected. The basic curves 
of the production of raw materials and foodstuffs, indeed, show 
remarkably constant movement. There are, from time to time, 
important changes in the production of individual commodities 
or groups of commodities ; but the general trend of production 
appears to have been affected only to a minor degree by 
fluctuations in business activity. 

This is even truer of foodstuffs and agricultural than of 
mineral raw materials, because of the primary and stable demand 
* for food and clothing which they meet and also of the nature 
vA \\vot ^to&xwAyow. The ra\>\A of mechamcaV method 

of manulacturing production tends to obscure the fad that ail 


1 Cf. the diagrams shown in Chapter II of Carl Sn>dcr v /harness Cmlrs and 
Business Measurements; New York, Macmillan, 1<>27 

- The Course and Phases of ihe World Economic Depression, Chaptei XII 
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overwhelming proportion of the world’s population, even in the 
twentieth century, still lives very close to the land. Not only 
the vast agricultural populations of Asia, but the peasantry of 
Europe depend primarily upon the tillage of the soil. Manu¬ 
facturing production in its highly mechanised forms has until 
recently been largely confined to a small area of western Europe 
and North America. It is this urbanised and mechanised part 
of the world which has suffered most severely in the past from 
periodic depressions. In proportion as the population has become 
divorced from the elementary processes of agricultural produc¬ 
tion has it become more vulnerable to fluctuations in economic 
activity. 

In the present-depression^Jiuwever, there has not only been 
a greater decrease in production as a whole, but the effects of 
that decrease have shown themselves more than in any previous 
depression in almost every branch of economic activity and in 
every country. Even in previous depressions when the derange¬ 
ment was primarily a credit phenomenon or an interruption of 
unduly rapid or unbalanced growth in manufacturing production, 
the disturbance of prices which resulted necessarily affected in 
some degree the livelihood of the producers of foodstuffs and raw 
materials. 

Moreover, there have been times when substantial shifts in 
basic production have themselves played a large part in unsettling 
economic organisation. The opening up of vast new areas of 
production by improved means of transport in the third quarter 
of the nineteenth century was equivalent to a shift in the 
foundations of economic life and played a large part in the 
especiallv severe crises of the last period of falling prices from 
1873 to 1895. 


The very much more violent fluctuations of productive 
activity in the crises of 1920-21 and 1929 to 1932 are pro¬ 
bably to be attributed in part to a similar fundamental dis¬ 
turbance of the world's economic organisation. Some of the 
evidence for this assumption has already been presented in 
Chapter I, and further evidence, relating more particularly to 
agricultural production, will be considered in the next section 
of this chapter . It has been emphasised that the forces which 
have tended to modify the basic organisation of the world’s 
economic activity were in operation even before they were 
accentuated and accelerated by the war. Manufacturing pro¬ 
duction was growing fast in areas outside western Europe and 
the application of machine methods and scientific research to 

farming was well under wav before the preoccupation of Euiopt 
with other concerns imm ‘1911 to 1918 a™™™** 
development. The post-war credit expansu 



m — 


possible the reconstruction of European production also contri¬ 
buted further to the rapid expansion of competitive production 
in other areas. This was particularly true of such a fundamental 
activity as cereal-growing, the mechanisation of which in North 
and South America and Australia was greatly facilitated by easy 
credit conditions. 

The present depression, therefore, was caused, not only by 
an over-expansion of credit and international lending, leading to 
an unsound extension of the manufacturing superstructure at a 
time when the world had not recovered from the disorganisation 
caused by the war, but also by a considerable shift in the 
foundations of agricultural and mineral production upon which 
the superstructure was erected. 1 It is this fact which not only 
goes far to explain the severity of the depression, but accounts 
also for its intractability. The recuperative forces which have 
been effective in previous depressions, and particularly the 
cheapening of credit, have so far proved inadequate to the task 
of bringing about a readjustment based soundly upon the 
fundamental alterations that have taken place in the ground-plan 
of organisation. 

The importance of these facts is very clearly illustrated by 
the position of the cereal and especially the wheat-producing 
countries. There has, in the last two decades, been an “ agri¬ 
cultural revolution ”. Not only mechanical methods of cultivation 
and harvesting, but the scientific work of the plant-breeder, the 
parasitologist, and the soil chemist, and the better organisation 
of transport and marketing have brought new areas into culti¬ 
vation, increased the yields, and cheapened the costs of pro¬ 
duction. The peasant farms of eastern Europe, working under 
small-scale enterprise, with little machinery, less scientific 
research, and costly commercial credit and transport organisation, 
face a greatly increased and more formidable competition. The 
importance of cereal-growing in the economy of many European 
States is such that they cannot contemplate with equanimity 
the irruption of this competition into their markets. Their own 
production, expanded in the effort to meet their financial 
obligations and encouraged by the cheap credit which was 
available to them in the boom period, cannot compete success¬ 
fully on equal terms with that of the newer mechanised farming- 
lands. It is difficult for them either to adopt the new methods, 
or to lower their costs under the old methods. Even with high 

1 Cf. Hertil Ohlin, Now or Never, Index Vol. VII, No. 77, May 1932, page 
128 : “ A period of industrial depression set in almost simultaneously with 
an agricultural crisis due to quite different causes, at a time when the powers 
of resistance and the stability of the economic situation were, for various reasons, 
reduced and were much smaller than during the decades immediately preceding 
the war *\ 
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protection it is difficult to absorb [heir increasing populations 
in manufacturing production, and their export markets tend to 
close against them. It is argued later that it was precisely these 
difficulties of the European agriculturists which led after 1925 
to the marked revival'of tariffs and other manifestations of 
economic nationalism. 1 

The existence of such problems as these renders it necessary 
to commence any detailed examination of the course of the 
depression with an exposition of the changes which it has brought 
in world production. The previous chapters of this Survey have 
been concerned with a sketch of the background of structural 
change and instability and its complication by credit inflation 
and with an outline of the overt manifestations of the depression 
as it developed from 1930 to the middle of 1932. In this and 
succeeding chapters an attempt will be made to examine in 
more detail the underlying realities of economic disorganisation 
— the confusion into which production, prices, international 
trade, employment, banking, public finance and commercial 
policy have fallen. Because of the profound importance in the 
present crisis of structural maladjustments, a beginning is made 
with production, but all the phenomena are interrelated and it 
would be superlicial reasoning either to ascribe the depression 
to any one single cause or to seek a solution of its problems by 
any simple panacea. The confusion into which the economic 
organisation has been thrown by an unhappy accumulation of 
strains in the foundations as well as in the superstructure of 
industry and the credit and financial mechanism demands a 
very complex and probably a protracted effort of reconstruction, 
the basis of which, however, must be a recognition of fundamental 
structural changes. 


(ii) Statistics of World Production. 

Since so large a part particularly of the agricultural production 
of the world is carried on by individualistic, small-scale methods, 
it is possible to gain an understanding of the main trends of 
development only by using such statistics of world production 
as are available. The statistical material fortunately tends to 
become more abundant and to improve in quality ; but there 
still remain very large gaps. There is, for example, no adequate 
information concerning the production of foodstuffs in China, 
nor concerning the production of forestry products, dairy and 
poultry farming, fruit and vegetable growing. It is obvious, 


1 Sec Chapter X, section (ii). 
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indeed, that the statistics commonly used refer especially to those 
parts of the world which form part of the developed trading and 
financial system which links the modern world into one complex 
organisation. It is, however, in such trading countries that 
the fluctuations of the depression are most pronounced. 

For some years, the Economic Intelligence Service of the 
League has prepared indices of world production, and in the 
discussion which follows reliance is placed primarily upon the 
statistical material thus made available. 1 The first important 
series of indices calculated in the Review of World Production , 
1925 to 1931 , combine the information available from various 
sources concerning the production, for the world as a whole 
and for its main territorial divisions, of sixty-six commodities, 
which are mainly foodstuffs and raw materials, though a few 
semi-manufactured commodities are included. The output of 
manufacturing industry is more difficult to measure ; but the 
Review proceeds to bring together various national indices 
of production and to supplement them by statistics relating 
to particular important industries. In this connection, an 
illuminating analysis is given of the differences that emerged, 
during the period 1925 to 1931, between the production of 
consumer’s goods and that of producer’s goods. 

Certain significant general conclusions which emerge from 
the laborious compilation of the mass of statistical information 
which is necessary for the calculation of such index-numbers may 
conveniently be set out before entering upon a more detailed 
examination of the particular groups of commodities. The 
first table which follows compares, for the world as a whole, 
the movement of the main indices. 


World Production of Various Classes of Goods. 2 
(Average 1925 to 1929 =- 100.) 


Foodstuffs. 

1923 

97 

1020 

103 

1020 

101 

1021 

99 

Raw materials. 

92 

111 

101 

91 

Raw materials for consumer’s goods 3 . 

98 

101 

100 

100 

Raw materials for producer’s goods 3 . 

91 

113 

98 

82 

Weighted average of production indices 
of 12 industrial countries 3 . . . . 

91 

112 

97 

81 

International production index (Insti- 
tut fur Konjunkturforschung) 4 . . 

93 

112 

101 

85 


1 Cf. successive issues of the Memorandum on Production and Trade ; since 1932, 
Review of World Production. 

4 For further details, see Review of World Production, 1925 to 1931. 

8 Excluding the Union of Soviet Socialist Republics. 

4 See Viertelfahrshefle zur Konfunkturforschuny, 6.Jg., Heft IV, Teil 13, 1932. 
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The indices shown above, even when their limitations are 
fully considered, reveal in broad outline certain important 
tendencies. The first is the extent to which the fluctuation 
of production has been concentrated in the manufacturing 
industries. 

There is no possibility at present of obtaining a fully repre¬ 
sentative index of world production including manufacturing 
output, so that the measures ol production given above are 
not complete. The position of the Union of Soviet Socialist 
Republics further complicates the problem of measurement, 
since there has been a rapid advance in industrial and agricultural 
production in that country even during the depression. The 
situation in Soviet Russia is, however, so diflerent from that 
of the rest of the world that it demands separate treatment. 

The nearest approaches to measurements of manufacturing 
activity are contained in the second and the last three indices 
cited. As will be shown later, 3 it is probable that manufacturing 
production fluctuated even more widely than the last two indices 
suggest. 

A second fact of some importance is the very marked rise 
shown in these indices during the boom period, which, however, 
has been more than counterbalanced by the sharp curtailment 
of production in the depression. 

The relatively stable production of foodstuffs, which is 
reflected also in the index of raw materials for consumer’s goods, 
stands out in clear contrast with the more fluctuating industrial 
production. 

In considering the significance of these indices, it should be 
remembered that the continuous increase in world population 
and in productivity has for many decades resulted in a substantial 
and cumulative annual average increase in world production. 
In the present depression, as in the war period, the falling-off 
of production should be measured in relation, not to the highest 
point actually reached, but to the point which might have been 
reached if the normal rate of increase had been maintained. 

The geographical distribution of the decline in production 
during the depression further supports the inference which 
may be drawn from the figures cited above, that the decline 

greatest Jur the manufacturing countries. The next table 
shows how marked the differences have been in different areas. 


1 See section (iv). 
6 



— 90 


General Indices of Production of Foodstuffs and Raw Materials , 
weighted by 1930 Values . 

(Basis: Average for 1925 to 1929 — 100.) 


Continental groups 

1925 

1929 

1930 

1931 1 

Europe (excluding U.S.S.R.) .... 

95 

112 

103 

98 

Europe (including U.S.S.R.) .... 

94 

110 

104 

100 

North America. 

96 

102 

93 

88 

Latin America. 

96 

104 

102 

97 

Africa. 

95 

108 

106 

104 

Asia (excluding Asiatic Russia) 2 . . 

97 

105 

108 

102 

Oceania. 

93 

102 

110 

108 

World. 

95 

106 

101 

96 


This table refers to the combined indices of the production 
of foodstuffs and raw materials. If these indices are considered 
separately, the position is even clearer, since the production 
of foodstuffs increased from 1929 to 1930 in Africa, Asia and 
Oceania and fell in the remaining areas less than did the produc¬ 
tion of raw materials. 3 The indices for raw-material production 
are reproduced in Section IV and show how greatly the decline 
of production has been concentrated in the industrial countries. 

The various national indices of production, which take 
account also of manufactures, show the decline even more clearly, 
as the following selection of indices will show : 


National Indices of Production. 

(Basis : Average for 1925 to 1929 — 100.) 


Canada . 

1925 

79 

1929 

121 

1930 

103 

1931 

87 

United States of America .... 

95 

108 

88 

74 

Japan . 

90 

118 

110 

109 

Union of Soviet Socialist Republics 

62 

143 

175 

195 

Germanv. 

87 

112 

92 

76 

Belgium. 

80 

111 

93 

84 

France. 

88 

114 

115 

102 

Poland. 

84 

115 

95 

80 

United Kingdom. 

99 

112 

100 

85 

Sweden 4 . 

90 

110 

106 

94 

Czechoslovakia. 

88 

115 

101 

90 


1 Provisional indices, partly based on estimates. 

* Excluding production of foodstuffs in China. 

» Review of World. Production , 1925 to 1931. 

4 Unofficial index, not covering total production. The figures of the annual 
official index of total production are : 1925, 87 ; 1929, 117 ;*1930, 116 ; 1931, not 
yet available. 
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It should be pointed out also that the yearly figures quoted 
above tend to minimise the extent of the decline, which has 
been proceeding rapidly in recent months. Thus the Canadian 
index in March 1932 stood at 77 as against 126 in March 1929 ; 
that for the United States fell in the same period from 109 to 
61 ; the German index fell from 110 to 61 ; the French, which 
was 113 in March 1929, remained high till 1931 (standing in 
March at 108) but fell rapidly to 80 in March 1932. The Polish 
index also fell from 118 in March 1929 to 61 in March 1932. 1 

The only .exceptions ip this story of continuous ancLaccelerated 
decline, as far as the industrial countries are .concerned, are 
those countries which, like the United Kingdom, abandoned 
the gold standard in the latter part of 1931. The British index, 
which stood at 110 in the first quarter of 1929, fell rapidly in 
1930 and by the third quarter of 1931 stood at 82 ; but recovered 
and, in the first quarter of 1932, had risen to 93. Sweden shows 
much the same general tendency, though the decline of production 
in that country up lo the third quarter of 1931 and the 
subsequent recovery have not been quite so pronounced. 

The general conclusions to be drawn from these figures on 
the whole support Lhe analysis with which this section began. 
The present depression is a pp^ination of agricultural, industrial, 
commercial and financial, disorganisation. But that disorgan¬ 
isation, "which has arisen from a combination of different causes, 
affects agricultural production very differently from manufactur¬ 
ing production. The crisis which has paralysed international 
finance and credit, and bids fair to strangle international trade, 
has severely shaken manufacturing enterprise, including the 
production of mineral raw materials. But agricultural production, 
the extension of which in recent years is one of the causes of 
disorganisation, does not decrease though stocks accumulate. 
The farmer, faced with a reduction in his income, exerts every 
effort to increase his production in order to counteract the effect 
of lower prices. There are limits within which it is possible 
for him to do this. He must purchase or hire instruments of 
production and he must in the end sell his produce. The closing 
in of these limits will be considered in the next section, but 
meantime it is clear that agricultural production has been 
sustained in a remarkable way during the depression. This, 
however, is a different thing from the maintenance of agricultural 
purchasing power which, it will be shown later, 2 has declined 
alarmingly. It is the decline of .purchasing power because ^of 
low agricultural prices which, added to ’me manufacturer’s 
own troubles,, and to the breakdown of international trade and 


1 Cf. monthly figures annexed to Review of World Production 1925 to 1931. 

2 See Chapter IV. 
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finance, has brought about the severe contraction of industrial 
production. 

This contraction, it should be emphasised again, is far greater 
than in any similar period of depression for which there are 
statistical records. Professor Ohlin, writing in the latter part 
of 1931, cited several significant estimates of the severity of 
the decline in industrial production during the recent depression. 1 
Later information shows that, in the months since these estimates 
were put together, the decline has been even more severe. Thus 
the production of pig-iron in six important producing countries, 2 
which declined from 1929 to the first half ot 1931 by about 
40 per cent, in March 1932 had declined by 61 per cent from 
the 1929 level. In the United States of America, the volume 
of industrial production, as measured by the index ot the Federal 
Reserve Board, declined by 23 per cent between 1920 and 1921 
and by 33 per cent between June 1929 and December 1930, 
but by December 1931 the decline was 11 per cent. The abnormal 
decline in world trade, which was estimated as about 10 per cent 
between the spring of 1929 and that of 1931, was nearer 60 
per cent in the spring of 1932. 3 There is ample evidence, 
therefore, concerning the unprecedented degree to which the 
industrial structure of the world has been shaken, especially 
during the most recent phases of the depression. 

(iii) Tiie Depression in Agriculture. 

The depression in agriculture, which is a large part of the 
present crisis, is almost world-wide. With the possible exception 
of China and Russia, there is no country where the agriculturists, 
despite special measures of protection, have not suffered severely 
from the precipitous decline in the prices of their products. 
There are few commodities of agricultural origin which have 
not fallen heavily in price. The Javanese peasant who produces 
rubber, cocoa and similar tropical products suffers together with 
the Brazilian coffee-grower, the sugar-planters of Hawaii and 
Cuba, the dairy-farmers of New Zealand ; the meat-producers 
of Argentine share the difficulties of the Danubian wheat-growers. 

Although the fall in the prices of agricultural products has 
been particularly severe and the suffering caused thereby lias in 
many countries been intense, the productive organisation of 
agriculture is not disorganised in the same way as that of 
manufacturing, commerce and finance. The purchasing power 

1 Course and Phases of the World Economy Depression, pages 274 to 277. The 
series chosen have all been adjusted for seasonal variation. 

* United Kingdom, France, Geimany, Belgium, Sweden, United States. 

* See Chapter \. 
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of the fanning communities has greatly declined, and this is a 
very powerful factor in creating disorganisation of the secondary 
processes — trade, manufacture and finance — but agricultural 
production is maintained and, in many cases, even increased. 
The table below shows this fact quite clearly : 

Group Indices of Production in the World as a Whole weighted 
by 1930 Values. 1 


(Basis : Average for 

1925 to 

1929 = 

100.) 


Group of Products 

1925 

1929 

1930 

1931 1 2 

Cereals. 

99 

101 

102 

98 

Cereals and other food-crops. 

97 

102 

103 

100 

Meat. 

95 2 

104 2 

99 2 

• • • 

Wine and hops. 

109 

108 

94 

96 

Coffee, tea, cocoa. 

88 

120 

92 

106 

Tobacco . 

99 

106 

109 

• • • 

Vegetable oil materials . . . 

95 

107 

100 

105 

Textiles. 

97 

106 

103 

104 

Rubber. 

80 

132 

125 

121 

Wood-pulp. 

86 

117 

113 

. .. 

Fuels. 

93 

110 

101 

92 

Metals. 

88 

116 

95 

71 

Non-metallic minerals .... 

87 

112 

109 

. .. 

Chemicals (fertilisers) .... 

88 

123 

111 

... 


The maintenance of agricultural production disclosed by these 
figures must, however, be considered with the available statistics 
of world stocks of important commodities. There has been a 
very great accumulation of stocks as the depression has proceeded. 
Some of the outstanding statistics are reproduced in the next 
table : 


World Stocks of Important Agricultural Commodities , 

1925 to 1931. 

Commodit\ and l T mt Month 1925 1929 1930 1931 

Wheat (millions of quintals) August . 114 233 220 246 

Sugar (millions of quintals) December 37 3 57 71 87 

Coffee (millions of quintals) March . 5 3 9 16 17 4 

Cotton (millions of bales) December 5,635 7,231 9,396 10,709 
Rubber (thousands of me¬ 
tric tons).March — 243 367 556 5 


1 See Review of World Production, 1925 to t^Jl 

2 Provisional indices, partly based on estimates. 

* Statistics for 1920. 

* Stocks at February 29th, 1932, were 205,000,000 quintals. 

•Stocks at February 29th, 1932, were 651,000 metric tons. 
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Production and Stocks of Staple Commodities . 1 



G Yearly production Wt Stocks 


1 All stocks are for March 31st of each year, except wheat — July 31st ; cotton 
—December 31st ; and silk—June 30th. 

Sources : 

Wheat : Wheat Studies y Stanford University. 

Coffee, Copper, Zinc, Tin, Sugar, Rubber : Monthly Bulletin , London and 
Cambridge Economic Service. 

Cotton : Economisch-Statisiische Berichten. 

Silk : Statistisches Jahrbuch filr das Deutsche Reich 193 l y International section. 
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Such very heavy stocks obviously represent a serious mal¬ 
adjustment of demand and supply. The stock of wheat is the 
largest in the history of the trade and represents nearly a fifth 
of the total world crop in 1930-31. The sugar stocks represent 
about one-third of the average yearly supply, and coffee stocks 
represent fifteen months’ consumption at present levels. 

Many factors epter into this maladjustment. There is, in the 
first place, some fluctuation in demand. It is difficult to sum¬ 
marise the conflicting tendencies at work ; but, in the post-war 
years, it is evident that rising standards of living and changing t 
diet habits caused important shifts in demand for agricultural 
products. The substitution of mechanical tractors for horses in 
the farming operations of many countries also disturbed both 
the demand for cereals and the rotation of crops in many areas. 

In face of the changes taking place in demand, the markets for 
production have been rendered rather more uncertain, but 
there has been no decline in the world demand for agricultural 
products as a whole or for such an important product as wheat. 
The demand for wheat may have fallen off somewhat in the 
United States and in certain parts of western Europe, though 
this is doubtful, but, with prosperity, large groups of people 
who formerly ate the cheaper grains began to use wheat. There 
is an enormous potential, but not as yet effective, demand for 
foodstuffs and raw materials in the Far East, and in recent years 
an increasing quantity of wheat has in fact been imported to 
China. 1 It has, however, been suggested that a decline in 
consumption caused.-by restrictive import .policies and by falling 
purchasing power, as distinct from changing diet habits, has 
played an important part in the fall, for example, of wheat 
prices after 1930. 2 

On the side of production, two important factors have con¬ 
tributed to maintain world production and increase world stocks. 
The first is the revolution in .agricultural technique which has 
been proceeding mainly in the newer farming countries, and the 
second is the restoration of European (including Russian) 
production, particularly after 1925. 

There is no doubt of the enormous advances already made 
and of the possibilities still remaining in the application of 
scientific and mechanical technique to farming processes. The 
case of cereal-growing, and especially wheat-growing, is parti¬ 
cularly significant. The use of the tractor and the harvester 
combine, the breeding of new wheats to resist drought or to 
mature quickly in regions likely to be visited by early frosts, 
the improvement of fertilisation and the control of insect and 

1 See “ Wheat Studies ”, Food Research Institute, Stanford University, 
Vol. VI. No 10. ^ 

* Cf. R. R. Enfield, “ The World’s Wheat Situation ", Economic Journal , 
December 1931. 
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fungoid diseases, have added large quantities of important 
foodstuffs to the world’s production. Cane-sugar production 
has also been increased greatly by mechanical methods of 
handling and transport and particularly by plant-breeding and 
control of parasites. Many other examples might be cited of 
the increase of output, cheapening of cost, and improvement 
of quality which have followed upon more scientific organisation 
and control of the productive processes. 

The disturbing effect of these improvements arises, not so 
much from over-production in any absolute sense of the word, 
but from the disorganising effect which they have upon existing 
economic arrangements. There is, no doubt, given the existing 
standards of living and food habits and the existing restrictions 
on freedom of trade, some measure of temporary over-production 
of important agricultural products. The mere existence of large 
x surplus stocks is sufficient to indicate such a maladjustment of 
supply and demand. Whether that maladjustment is anything 
more than temporary is, however, quite another matter. It 
would be .hazardous at the present moment to conclude that 
widespread curtailment of production was essential to relief of 
the depression in agriculture. 

It is clear, however, that there have been very large shifts 
in the chief areas of production and that these are disturbing 
causes in the crisis. A comparison of the production, and still 
more of the exports, of wheat in the pre-war and post-war periods 
is illuminating in this respect. 


Net Wheat Exports Pre-War and Post-War, 1 


Quintals 

(000's) [Percentage of world exports 

(Annual a\crage, 1909 to 1913) 

U.S.S.R. . 

. 41,174 

24.1 

Argentine 

. 21,249 

14.2 

Canada . 

. 20,152 

11.8 

Danubian 

countries . 19,056 

11.2 

U.S.A. . 

. 14,296 

8.4 

India . . 

. 13,176 

7.7 

Australia 

. 11,430 

(Annual average, 1929 to 1930 ) 

6.7 

Canada . 

. 70,051 

37.1 

Argentine 

. 40,764 

21.6 

U.S.A. . 

. 27,334 

14.5 

Australia 

. 17,459 

9.2 

U.S.S.R. . 

..... 8,149 

4.3 

Danubian 

countries . 5,720 

3.0 


1 See Annuaire international de Statistique ayricole, 1930-31, Home. 
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The large increase in the export surplus of those countries 
which are able most easily to apply the new methods of production 
is very clear. But the renewal of strong competition from the 
European producing countries was very marked also after 1928. 
Between 1928 and 1930, the share of Europe in the world exports 
of wheat rose from 4 to 25 per cent. 1 

A substantial part of this increase in European exports was 
due to the re-emergence of the Union of Soviet Socialist Republics 
as an exporter of wheat on a considerable scale. Before the war, 
the Russian export surplus was larger than that from any other 
country. Even in 1928 and 1929, the Soviet Government found 
it necessary to import wheat. In 1930, however, and in 1931, 
large quantities were exported under the Five-Year Plan. 2 

There is a substantial difference between these Russian 
exports and those from other European wheat-producing coun¬ 
tries on the one hand and the export surpluses of the new 
producing countries on the other. Pressure of necessity forces 
the European exporters to sell, but, during the early stages of 
the depression, the producers in other countries were able to 
hold supplies off the markets for a time. As, one after another, 
the price control schemes broke down, successive accumulations 
of stocks were dumped on an already demoralised market. The 
fall in prices and the persistent low level which has prevailed 
since 1929 are not, therefore, to be attributed to any one factor. 
They are the result of the combined pressure of increased supplies 
from many countries upon a world-demand which is restricted 
by trade barriers and diminished by lowered purchasing power. 

In the case of certain products, such as sugar and rubber, 
part of the production of which is dependent upon large-scale 
capitalist organisation, there enter other factors such as the 
time-lag before investment becomes productive. It takes about 
seven years for a rubber tree to mature and it is probable that 
still greater production of this commodity is to be expected as 
trees come into profit which were planted in the boom. Sugar 
production also calls for capital investment and cannot quickly 
be restricted. Moreover, the greatly increased production of 
cane sugar in recent years has encountered renewed competition 
from beet-sugar in Europe. 

Credit expansion in the years 1925 to 1929 obviously played 
a considerable role both in promoting the new methods of 
production in such countries as the United States of America, 

1 The increase was equally marked in’other cereals. — e.g. y in rye, from 44 
to 96 per cent ; in barley, from 21 to 82 per cent ; in oats, from 38 to 60 per cent ; 
in maize, from 7 to 26 per cent. (See Review of World Trade , 1930 , page 87.) 

* The quantities of wheat exported from the Union of Soviet Socialist Republics 
in recent years have been : in 1928, 33,283 quintals ; m 1929, 50 quintals ; and, m 
1930, 25,309,350 quintals. 



— 98 — 


Canada, the Argentine, Australia and the Soviet Union, and 
also in restoring the production of the European countries. 
Cheap and easy credit made possible a rapid extension of the 
use of the new agricultural machinery, and also facilitated the 
various attempts at price-controls. At the same time, a high 
general level of purchasing power was maintained, the price of 
agricultural products remained high and European production 
was tempted again into world markets. 

The subsequent breakdown of the credit inflation and the 
fall in prices which resulted from it have been aggravated by the 
almost complete collapse of international markets for many of 
the most important foodstuffs. In the next chapter, a table is 
given showing how widely the domestic prices of wheat in different 
countries now vary. Tariffs, quota systems, contingents, clearing 
arrangements, milling regulations, have destroyed free compe¬ 
tition in the international market and have substituted for it 
a series of sheltered but inevitably weak producers for domestic 
markets. Such measures are encouraging production where it 
is costly and discouraging it where it is more efficient. If it is 
only by such measures as paralyse world trade that temporary 
shelter may be given to the threatened producers, such shelter 
may prove to be dearly bought in the long run. 

There is, in the spring of 1932, little sign of significant 
restrictions of acreage under cultivation. 1 Marked reductions in 
winter wheat acreage in the United States have been followed 
by favourable spring sowings, and from Canada at least a large 
export surplus is expected. 2 The harvest prospects in the Soviet 
Union and in other exporting countries are not yet known. 
There is, however, significant difficulty in providing mechanical 
equipment in many of the more efficient areas ; and also in the 
provision of fertilisers for the world as a whole. This phenomenon, 
to be noted in many individual countries, is manifested also in 
the production of the chemical industry, which fell by 10 per 
cent in 1930 and by a further 25 per cent in 1931. It would 
be ironical if the restriction of production ultimately induced by 
the depression were carried to the point where not only existing 
stocks disappeared, but production was curtailed especially in 
the areas of cheaper production. 


(iv) The Decline in Industrial Production. 

The statistical information that is available concerning the 
production of raw materials as distinct from foodstuffs, and 
particularly of those raw materials used for the production of 


1 Cf. Monthly Bulletin of Agricultural and Commercial Statistics , April 1932. 

2 See The Times f London, June 7th, 1932. 
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investment goods, supports the argument advanced in the 
first section of this chapter that the disorganisation of production 
has been greater in the manufacturing industries than in 
agriculture. This information is in accord also with the trend 
of the national index-numbers of production and with such 
material as is available concerning the position of particular 
important manufacturing industries. 

When the whole period 1925 to 1932 is considered, it becomes 
evident that, by the beginning of 1929, the disequilibria inherent 
in the reconstruction boom had become apparent. The table 
cited below offers evidence of this. 


Index-Numbers of Raw Material Production , weighted by 1930 

Values. 

(Basis : Average for 1925 to 1929 = 100.) 


Continental Groups 

1925 

1929 

1930 

1931 1 

Europe, excluding U.S.S.R. 

90 

117 

102 

91 

Europe, including U.S.S.R. 

88 

117 

107 

99 

North America. 

91 

108 

93 

81 

Latin America. 

92 

111 

105 

— 

Africa. 

97 

110 

108 

96 

Asia (excluding Asiatic Russia) . . . 

94 

107 

109 

97 

Oceania. 

93 

102 

97 

95 

World. 

92 

111 

101 

l_ 

91 


It is significant that the production of raw materials in the 
years 1925 to 1929, as measured in this table, increased fastest 
in Europe and Latin America, where American loans were 
extended most freely. The development was most marked in 
Europe, where, even when the Soviet Union is excluded from 
consideration, there was a cumulative annual increase of 1 per 
cent. The subsequent decline in production has been greatest 
in these areas and in the United States itself, where the inflation 
was most pronounced and where there was a very marked 
expansion of production between 1913 and 1925. 

Even the severe measure of decline which is revealed in the 
production of raw materials does not reveal the full extent of 
the industrial depression. the case of agricultural products, 

there have been marked accumulations of stocks, and, in many 
cases, price-control schemes which have, after sustaining prices 
for a short time, broken down and released accumulated stocks 
on an already disorganised market. Many important mineral 


1 Provisional indices. 
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raw materials — copper, lead, zinc, tin, aluminium — are 
controlled by more or less strongly organised cartels. The 
stocks of non-ferrous metals have increased very greatly since 
the depression began. 


Stocks of Non-Ferrous Metals. 1 
(Metric tons, 000’s.) 


April 1st 

Copper 

Lead 

Tin 

Zinc 

1925 . 

. 401 

... 

20 

16 

1929 . 

. 278 

... 

27 

36 

1930 . 

. 487 

45 

43 

91 

1931. 

518 

132 

61 

142 

1932 . 

. # 

165 

62 

140 


In the Review of World Production , 1925 to 1931 , from which 
these and the other statistics cited in this chapter are drawn, 
an attempt is made to estimate the degree of decline in industrial 
production. It is obvious that this must be greater than the 
decline in raw material production if only because stocks of 
raw materials have accumulated in such great quantities. A 
combination of the national indices of production compiled in 
the main industrial countries, shows that production as a whole 
fell by about 25 per cent between 1929 and 1931. Since the 
production of foodstuffs in the world was practically stable, 
it is obvious that the decline in raw materials and in manufacturing 
production must have been very great. If an index of manu¬ 
facturing production alone could be obtained, it would show a 
greater decline than 25 per cent. Moreover, the decline has 
been very rapid in the latter part of 1931, so that the annual 
average understates the decline. 

Conditions have varied from country to country and from 
industry to industry. The publication referred to above briefly 
surveys the main facts first by countries and then by industries. 
The only country which records a marked and cumulative 
\ increase in industrial production during the depression is the 
Union of Soviet Socialist Republics. The available statistics 2 
show an increase in the total value of industrial production 
of 30 per cent in 1930 (at constant prices) and of approxi¬ 
mately 22 per cent in 1931. This increase is of course calculated 
from a comparatively small base, so that it is hardly likely to 
be fully maintained. But it represents a very substantial and 
significant change in the Soviet Union’s relation to the outside 
world. This is evident from the share of the Union of Soviet 


1 See Review of World Production , 1925 to 1931. 
* Institut fttr Konjunkturforschung, Berlin. 
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Socialist Republics in the world production of industrial raw 
materials, which rose from 3.7 per cent in 1925 to 7.9 per cent, 
in 1931. The conditions under which that increase has been 
attained are, however, unique. The index of production is 
admittedly not an indication of the goods made available for 
consumption by the people. A sustained effort is being made 
to equip the Union of Soviet Socialist Republics with heavy 
industries and the energies of the whole people are bent to that 
end, rather than to the satisfaction of individual wants. This 
disciplined effort makes Soviet Russia a world apart, whose 
experiences have at the present time little relation to the situation 
in other countries. 

The heaviest declines in manufacturing production have 
taken place precisely in those countries the United States 
of America and Canada - where credit expansion was most 
pronounced in the years 1925 to 1929, but was followed by 
deflation in 1929-1932, and in countries like Germany and 
Poland, where there was a rapid recovery in 1925 to 1929 accom¬ 
panied by a large volume of foreign borrowing. The most 
recent monthly indices of production available in those countries 
at the moment of writing show the following declines as compared 
with the corresponding month in 1929 : 

Pen outage 


United States (February). 11.5 

Canada (February). 36.0 

Germany (March). 14.1 

Poland (February). 48.5 


There were other countries, notably France and Sweden, 
which maintained a high level of industrial activity until well 
on in 1930 ; but as the table cited earlier in this chapter show’s, 
all of these countries were suffering quite heavily from the 
depression in 1931 and 1932, Japan showed a spurt of production 
in the textile industry in the second half of 1931 and those 
countries which abandoned the gold standard in the third quarter ^ 
of the year were able at least temporarily to check and even 
reverse the decline in production. Statistics are available for 
Sweden which show a temporary stimulus to the export industries, 
succeeded by an improvement in the industries catering for 
the home market. 


(1925 to 1930 = 100.) 

1931 1932 

Home-Market in- W- sept. Oct. Nov - Dec * Jal1 Febr * March A P nl 

dustries ... 98 99 97 94 104 98 102 100 104 

Export industries 83 88 91 94 98 83 94 83 77 
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Perhaps the most significant of these figures, however* are 
those which show haw export trade slackened in the early months 
of 1932. This slackening is primarily due to the progressive 
closing of export markets by the various measures of trade 
restriction imposed in those months. The statistics cited above 
for Sweden may be paralleled by those which reflect the check 
to exports from the United Kingdom. In the same way, the 
later falling off of Swedish production for the export market 
finds its counterpart in the tendency for British unemployment 
figures to increase again in the spring of 1932. 

The statistics which show the decline in production of the 
more important industries reveal a wide range of variation, as 
the following roughly comparable statistics for Germany and 
the United States of America will show. 

Percentage Decline in the Production of Various Classes of Goods 
from 1928 (Average) to End of 1931. 


GERMAIN 

Producers’ Goods Consumers Goods 

Timber.- 27 Foodstuffs. 9 

Iron and steel (rolling- Footwear. 19 

mill products). . . 43 Paper. 23 

Non-ferrous metals . . - 51 Textiles. 32 

Cement.- 54 Passenger cars. ... 39 

Machines. - 58 Clocks. 41 

Steel. - (51 Porcelain. 58 

Iron. - 61 Pianos .- 81 

Lorries.— 65 Motor-cycles.- 85 

UNITED STATES Ob AMERICA 
Producers’ Goods Consumers’ Goods 

Electrical goods 1 . . . — 43 Silk consumption . . + 9 

Cement (Portland) . . 43 Foodstufls. - 5 

Commercial motor Gloves. - 5 

vehicles. 52 Tobacco products . . — 10 

Electric motors 1 . . . - 53 Cotton textiles ... — 20 

Woodworking Books sold.- 20 

machines. —72 Household furniture . -^O 

Machine tools .... — 69 Boots and shoes ... — 26 

Steel castings .... — 73 Vacuum cleaners . . — 38 

Foundry equipment . — 82 Baths.— 72 

Locomotives 2 . . . . — 90 Passenger cars ... — 79 

Enamelled ware ... — 83 


2 Decline from average 1927 to 1929. 
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Broadly speakings producers’ goods have declined further 
than consumers’ goods, and, in both categories, the more durable 
products have fared the worst. There is evidence indeed of a 
sharp decline in the standard of living in both countries, a decline 
expressed in the diminution of demand for the more expensive 
articles of personal and household equipment. This development 
supports the analysis of the boom which was made in an earlier 
chapter 1 . 

The heavy fall in production of those commodities which 
are primarily classified as investment goods is clearly demon¬ 
strated also in the case of raw materials, and particularly metals. 
The Review of World Production 1925 to 1931 cites further evidence 
from Sweden, Poland, the United Kingdom and the United 
States of America, supporting the conclusion that, in all these 
cases, the production of investment goods fluctuated more / 
than that of consumption goods. Moreover, the rate of decline 
has accelerated notably in recent months as the following table 
shows. 

The alarming significance of this table is only too clear. 
The volume of production of investment goods in the United 
States, Germany and Poland has fallen very heavily indeed in 
recent months. 

The only country where the production of investment goods 
has risen faster than that of consumers’ goods during the 
depression is the Union of Soviet Socialist Republics. The 
index of the former (based on the average 1926 to 1929 as 100) 
rose from 140 in 1929 to 219 in 1931, while the index of consumers’ 
goods rose from 133 to 187. At the same time, the Russian imports 
of capital goods have increased. Imports of metals, metallurgical 
products, electrical machinery and apparatus represented 31.4 
per cent of the total imports in 1926-27, but, in the first six 
months of 1931, such imports amounted to 73.7 per cent of the 
total. This large demand for capital equipment has naturally 
affected production in certain other countries, particularly 
Germany. 

It was shown in the preceding section of this chapter that 
the production of agricultural foodstuffs and raw materials has, 
up till the present, been relatively well sustained. Although 
large stocks are being accumulated, there is reason to believe 
that production at present exceeds consuming capacity. Prices 
of agricultural products are very low. 

On, the other handr-the- production, of capital equipment, 
except in the case of the Union of Soviet Socialist Republics, 
h^s fallen to levels which are obviously below the needs of the 


1 See Chapter II, section ( 1 ). 
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1 Extensa e labom conflict in the textile industr\ 
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world, jmt prices of these goods remain relatively high. 1 This 
is obviously one of the chief obstacles foTe<56verym the present 
depression. Until the costs of production in the capital equipment 
industries, which are in most cases strongly controlled, can be so *) 
reduced as to make possible expanded production, lower prices 
and increased profits, these basic industries whose products are 
essential to business expansion generally, will remain in a 
depressed condition. As long as their products remain expensive 
it will be difficult to evoke a larger demand for them. Business 
enterprise depends upon the expectation of profits and, as long 
as capital equipment remains expensive, the prospects of business 
expansion are limited. Recovery in the output of the industries 
producing investment goods therefore will be a sign of renewed 
business expansion, but that recovery cannot come until the 
disparity which at present exists between the prices of consumers’ 
goods and those of investment goods is remedied, either by a 
rise in the former or by a fall in the latter consequent upon 
lowered costs of production. 

(v) Industrial Progress in the Depression. 

It would be obviously impossible to attempt in a short space 
any systematic survey of the fortunes of all important industries 
during the depression. The Review of World Produetion , 1925 to 
1931 , contains some brief notes upon the situation of certain 
principal industries; but even those fuller notes and the statistical 
appendices by which they are supported can only be fragmentary. 

In this section, all that can be attempted is the raising of certain 
broad questions relating to the effect of the depression upon 
industrial progress. 

It should first be said that the rapid development of new 
technical methods and the growth of new industries, together 
with the spread of industrial organisation to new countries, was 
one of the structural changes which tended to create an unstable 
situation in the years before the depression. It is true that such 
changes are always in progress and that they seldom cause such 
violent paroxysms of readjustment as the world has recently 
witnessed. But, in the present situation, two important elements * 
have to be taken into account. The first is the increased pace 
at which the changes took place, partly as a result of mechanical 
invention during the war period and partly as a result of credit 
inflation during the boom which preceded the present depression. 
The second lies in the less flexible organisation of post-war 
economic life, as a result of which readjustment to meet changing 


1 See Chapter IV. 
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conditions of production was rendered much more difficult. All 
the apparatus of economic nationalism and governmental inter¬ 
vention, cartels and industrial organisations, and banking 
assistance to threatened industries, interposed obstacles to the 
elimination of less effective industrial methods. 

The credit expansion which was so marked in the latter part of 
the first post-war decade supported first a high level of consump¬ 
tion and then an investment boom with the result that an 
expansion of the new, and a maintenance of the old, industries 
finally culminated in a situation where capital equipment 
outran consumers’ demand. Examples of this might be drawn 
from many industries. Cereal-growing has already been men¬ 
tioned ; the textile industries offer another example, not only 
of new products and new methods coming into vogue, but also 
of new areas of production being developed without corres¬ 
ponding liquidation of the older areas. The coal industry in 
many countries has been the subject of governmental intervention 
1 to save it from the full consequences of the increased competition 
of other fuels and sources of power. Competition between the 
railways and newer forms of road transport is acute in most 
countries. 

It seems clear that many unsound elements crept into the 
expansion of business enterprise during the boom period and 
that the process of contraction during the depression has been 
especially severe in certain of the newer industries. This is true, 
for example, of the motor-car industry. The monthly production 
of cars in the United States in 1931 averaged less than 50 per 
cent of the comparable figures in 1929 and fell much lower in 
the first quarter of 1932. The recession in Canada was even 
more marked, production in the first quarter of 1932 being 
only 18 per cent of that for the first quarter of 1929. German 
production also fell off very heavily, but the fall in France and 
the United Kingdom was much less. 

Many factors enter into this situation. Recession has been 
greatest where there was the most marked credit inflation. It is 
evident also that the technical methods of mass production 
which formed the chief advantage of the American industry are 
now being utilised in other countries. Behind tariff barriers 
domestic markets in these countries are slowly being expanded. 
The American industry, faced with a sudden contraction of 
purchasing power in a market already close to saturation point, 
is also faced with export difficulties arising from more effective 
foreign competition as well as from tariffs and other trade 
restrictions. 

The failure of demand from the motor-car industry and also 
from constructional building activities lies behind the plight of 
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Jhe iron and steel industry, especially in the United States. This * 
is a typical and important example of the way in which an unduly 
extended consumer’s demand, especially for products of durable 
consumption, was responsible in the boom period for an over¬ 
expansion of capital equipment in certain leading industries. A 
large part of the recession in production has come in the industries 
which cater for the new ranges of demand made possible by 
higher standards of living. The recoil of these standards from 
the levels reached during the boom has been very marked. 

This, however, is quite consistent with the much more 
important fact that, broadly speaking, the new industries, new 
methods and new areas of production continue to win their way 
in competition with their older rivals. It is obvious that, when 
purchasing power declines, motor-car production is likely to be 
curtailed more than the production of foodstufls and clothing, 
but, if the motor-car industry is badly hit, it is mainly on the 
passenger-car side of the business. Motor transport continues to 
make headway against the railways of most countries. 

There are many examples which might be cited of the con¬ 
tinuing advantage, even during the depression, of new products, 
new methods and new areas of production. Shipbuilding has 
suffered heavily. In March 1932, the total tonnage under 
construction was 1,298,000 as against 3,266,000 in March 1930, 
and even this decline does not fully represent the position since 
work was suspended or slowed down on many ships. The 
contraction was very heavy in the United Kingdom, Germany, 
Japan, the Netherlands and Denmark, but less pronounced in 
France, the United States and Sweden, while Italy recorded an 
uninterrupted expansion throughout the depression. It is of 
interest also to observe that motor-ships, w r hich in 1925 accounted 
for 38.5 per cent of the tonnage launched, in 1929 accounted 
for 15 and in 1931 for 57 per cent. Of the total steam tonnage 
launched in 1931, approximately 79 per cent refers to ships fitted 
for burning oil fuel, the tonnage depending exclusively on coal 
for propulsion being less than 10 per cent of the w r orld output 
in that year. This is clear evidence of rapid technical changes 
being accentuated during the depression. 

In the textile industries there is much evidence of growth 
in the newer areas of production, which, in addition to other ^ 
advantages, are able to use the most modern equipment. Thus, 
in India and in China, cotton manufacture expanded throughout 
the depression. 1 


1 Full statistical summaries of these and other industries eited are given in 
the appendices of the Review of World Production , 1925 to 1931 
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It seems clear also that there has been a strong trend in 
favour, not only of artificial silk and silk fabrics, but also of the 
finer qualities of cotton and wool, and that the world output 
of hosiery and knitted goods has expanded greatly. The output 
both of natural silk and of artificial silk continues to increase, 
but with important shifts of production. Artificial silk indeed 
is one of the very few industries that has been able both to 
expand its production and to maintain its prices during the 
depression. Prices, which fell, according to Italian quotations, 
by 60 per cent between 1925 and 1929, have not fallen more 
than about 7 per cent between 1929 and the beginning of 1932. 
As in the case of natural silk, production tends to shift to the 
United States and Japan. 

The production of electrical energy, which increased very fast 
between 1925 and 1929, has been maintained during the depres¬ 
sion. The advance was particularly great in the Union of Soviet 
Socialist Republics, Finland, New Zealand, Netherlands, Belgium 
and Japan, but this form of power is being developed very 
rapidly in almost every country and with it new engineering 
industries and new technical methods in the older industries are 
being sustained. 

The general impression gained from the survey of manu¬ 
facturing production during the depression from which the 
above examples are cited, is one of continuing technicalprogress 
and increasing competition from the newer methods. Tnc more 
efficient methods tend to win the battle during a period of 
depression, but the vested interests of the older productive 
organisation are very strong, and many obstacles are put in the 
way of readjustment to the new technical situation. Such obsta¬ 
cles, expressed, not only through governmental, but also through 
industrial and banking policy, form a large part of the back¬ 
ground of the present depression and are no less important in 
delaying the readjustment of the relation between prices and 
costs of production which in necessary to recovery. 



Chapter IV. 

THE MOVEMENT OF PRICES. 


(i) Elements of Instability before 1929. 

A previous publication of the Economic Intelligence Service 
of the League of Nations has reviewed the movements in the general 
level of wholesale prices during the years which preceded the 
present depression. 1 The information gathered in that publica¬ 
tion is sufficient to show that there was, in the world as a whole, 
little^ uniformity in the movement of wholesale price^ indices 
in different countries during the years 1922-1929. Even when 
the influence of various degrees of currency depreciation is 
removed by converting all the indices to levels corresponding 
with the gold parities of the different currencies, there still remains 
a wide range of variation in the national price-levels. Compared 
with 1913 or 1914 as base = 100, the wholesale price index- 
numbers of thirty-one different countries stood in 1928 at levels 
ranging from 105 (Australia) to 119 (Chile). Moreover, the 
movement of these indices in the years 1922-1929 was not uniform 
either from year to year or over the whole period. 

After th^Testoratioo^Qf the gold standard by many countries 
in the years following 1924-25, there was a tendency for the * 
various national price-levels to be brought into equilibrium ; but 
this involved the necessity for adjustments of certain national 
price-systems, adjustments, moreover, to an international equi¬ 
librium that was constantly changing as more countries stabilised 
their currencies and as world production and trade recovered. The 

S eneral level of prices in Britain, for example, moved steadily 
ownward after 1924, while the level in the United States remained 
relatively stable, with only a slight falling tendency. Between 


The Course and Phases of the World Economic Depression , pages 87-96 
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1924 and 1929, the Board of Trade index of wholesale prices 
in Great Britain fell by 18 per cent, the United States Bureau of 
Labor Statistics index by 3 per cent ; the German official index 
remained very steady ; and the French index remained steady 
also after the stabilisation of the franc in 1927-28. The Italian 
index fell by 26 per cent between 1926 and 1929, and the Japanese 
by 7 per cent, while the Australian index fell by only 2 per cent 
in the same years. 

The return to the gold standard by Germany (1921), Great 
Britain (1925), Italy (1926), France (1927-28), and many other 
countries in this period had made possible the hope that, after 
the necessary adjustments of the domestic price-levels had 
taken place, international equilibrium would be maintained by 
the normal operation of the foreign exchanges. But there was 
very great difficulty in choosing the levels at which to reattach 
the depreciated currencies to gold. No level which might have 
been chosen in any particular case exactly fitted all the domestic 
and external requirements, and many of the factors that had 
to be considered, such, for example, as the repatriation of 
capital, were incapable of precise estimation. In retrospect, it is 
clear enough that Great Britain and Italy returned to gold at 
parities which necessitated a large and difficult measure of 
internal deflation, while France and Belgium stabilised at levels 
which encouraged the return of foreign balances and allowed 
domestic (retail) prices to rise. 

It is evident, therefore, that, while adjustment of internal 
to external purchasing power was proceeding in many countries 
after 1925, the world’s currencies had uot been brought into 
stable equilibrium when the crisis developed in 1929. This 
fact must be reckoned as a major element of instability in the 
pre-depression years. 

In addition to this international disequilibrium, however, 
there were many important elements of instability in the price- 
structure, even of those countries where the index-number 
of wholesale prices appeared to be relatively steady. Such 
relative stability of the average level of wholesale prices, in 
fact, concealed weaknesses within the price-structure which 
were at least partly responsible for the severity of the decline 
in prices which followed after 1929. Some reference has already 
been made to the general economic factors of instability in the 
first post-war decade. 1 The analysis which follows of the effects 
of a rapid credit expansion in the years 1925-1929 must be regarded 
as an added, but not the sole, cause of price instability. Indeed, 
as has already been shown (Chapter I, section (viii)), the credit 


1 See Chapter I. 
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expansion itself was due, in part, to the attempt at facilitating the 
restoration of Europe and, in particular, to the provision of new 
loans to “ bridge the gap in the balance of payments ”. 

The level of wholesale prices was more stable in the United 
States of America than in most other countries. In 1923, the 
Bureau of Labor Statistics wholesale price index stood at 100.6 
(1926 - 100). It rose to 103.5 in 1925 and fell to 95.3 in 1929. 
The year-to-year changes in this whole period did not exceed 
5 per cent in either direction, though there was a somewhat 
wider range of movement when the monthly figures are con¬ 
sidered. Retail prices in the United States showed an even 
smaller variation ; but wages increased steadily over the whole 
period. The index-number of wholesale prices of commodities 
does not, however, cover the whole price-structure, and there 
was much evidence, particularly in the years 1927-1929, of a 
considerable inllation of security and real estate prices caused 
by the credit expansion discussed in an earlier chapter of this 
Survey . 1 

Moreover, this marked expansion of credit, which followed the 
cheap money policy of the Federal Reserve Banks in 1927, had 
very different effects upon different groups of commodity prices. 

When the situation of all the gold-standard countries is 
taken into a( count, it is probable that the average world- 
movement of gold prices in the years 1925-1929 was substantially 
downward. But productivity was increasing fast, and prices would 
probably have fallen more markedly if there had not been an 
expansion of credit. The stability of the average level of whole¬ 
sale prices in such circumstances was favourable to business 
expansion and higher profits. 

Even though the average level of wholesale prices remained 
relatively stable, there was an upward pressure upon many 
price-groups. The security and real estate speculation already 
mentioned yielded paper profits the expenditure of which helped 
to maintain the demand for, and therefore the prices of, many 
commodities. Low interest rates also made it possible to finance 
valorisation schemes, controls, pools, etc., especially for agricultu¬ 
ral products which were kept at price levels which it proved 
impossible to support after the cheap credit was no longer avail¬ 
able. Behind the shelter of these schemes there was a large 
extension of production which later proved a very depressing 
influence on prices. Finally, cheap credit facilitated the issue 
of loans by which many countries outside the United States 
maintained or buttressed their domestic price-levels and so 
postponed the adjustments of costs of production which were 


1 See Chapter II, section (i). 
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necessary if they were to remain on the gold standard. Each 
of these three inflationary effects of the credit expansion in the 
United States — security speculation, valorisation schemes 
and large foreign issues — contributed to the maintenance of 
consumer’s demand. 

Within the stable average, there was a marked rise of agricul¬ 
tural relatively to non-agricultural prices, accompanied by 
increased production. Agriculture shared in this period the tech¬ 
nical progress which was characteristic of industry as a whole, and 
there is no reason to believe that the increased supply was pro¬ 
duced at greater cost. Cheap and easy credit not only facilitated 
the holding of stocks in various price-control schemes, but made 
possible the utilisation on a large scale of mechanical methods 
of production. Technical progress is always conditioned by the 
cost of the capital outlay involved, and it is probable that a 
large part of the increased agricultural production of the period 
1926-1929 was due primarily to cheap credit facilitating the use 
of tractors and similar agricultural machinery. 

The sales of tractors and harvesting combines, especially in 
the United States, Canada, the Argentine and Australia, increased 
remarkably in this period, and there was heavier investment 
in fertilisers also. There was, therefore, a marked increase in 
agricultural production in the years of cheap credit. 

The demand for agricultural products, on the other hand, 
tended to decrease. Rising standards of living shifted the demand 
from the simple basic products, such as cereals, to more elaborate 
and highly-priced products. In such circumstances, a downward 
trend of agricultural prices might reasonably have been expected, 
and some curtailment of production might have been looked for. 
The marke d rise of agricultural prices shown on the accompanying 
diagram, together with, the expansion of production that took 
place, gives evidence of an unstable price situation. When 
the cheap credit that had promoted this development was no 
longer available, the stocks accumulated in excess of demand 
were a depressing factor in the price decline. 

The rise in agricultural prices was caused primarily by the 
influence of cheap credit upon the price of agricultural raw 
materials as distinct from finished products. A similar influence 
was exerted upon other raw-material prices, particularly those 
of certain mineral products. Just as the production of sugar, 
wheat, cotton and other agricultural products was buttressed and 
their prices maintained, so copper, nickel, certain types of build¬ 
ing materials and similar products were controlled and their 
production extended. The United States Bureau of Labor Sta¬ 
tistics index-numbers of the wholesale prices of raw materials 
and finished products show a distinct tendency for the former 



Wholesale Price Indices of Agricultural and Son-Agricultural Products in the United States, 1921 - 1932 . 

(Base 1913 = 100.) 
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to rise relatively to the latter in the period of cheap credit from 
the middle of 1927 to the end of 1928. 

Moreover, the influence of this cheap credit policy extended 
to overseas countries, both by facilitating the issue of foreign 
loans and also by reason of the tendency of raw-material prices 
to rise. It is significant that the barter terms of trade (the 
relation of export to import prices) became more favourable 
to the raw-material exporting countries at this time. 1 

Particular importance attaches to the irregularity of capital 
movements in the whole period 1925-1932. Very heavy borrowing 
in the years 1925-1928 was succeeded by a period of growing 
stringency (1928-1929) and then by an almost complete stoppage 
and even reversal of capital exports from the creditor countries. 
These fluctuations of foreign investment, affecting not only 
prices but the organisation of production, though greatly influen¬ 
ced by credit policy, were dependent also upon general economic, 
non-monetary conditions. The decline in prices since 1929 is 
not to be explained, therefore, wholly in terms of monetary 
and credit causes. On the contrary, “ the fundamental causes 
which have brought about the decline of the wholesale price- 
level are obviously those which made for general instability 
and for sudden and considerable changes in the volume of 
investment, international capital movements, the exchange 
between manufacturing countries and other countries 2 

When pressure was brought by the Federal Reserve Banks 
to check further credit expansion from the early part of 1929 
onwards, the effect of higher interest rates was not felt imme¬ 
diately by the security and real estate markets ; but its effect 
upon agricultural prices, and upon raw-material prices, as well 
as upon foreign lending was evident in the early months of 
1929. The resistance to lower price-levels was broken, accumu¬ 
lated stocks were liberated at first slowly, but, after the breakdown 
in security speculation in October 1929 created credit stringency, 
the selling pressure became more pronounced. 

Control “schemes broke down and prices slumped. The debtor 
countries also, deprived of the capital imports upon which they 
had relied, were forced to restrict credit. Increased quantities 
of their produce were thrown on world markets, while imports 
were restricted in order to provide a balance of payments for 
the service of debt previously contracted. The reduction of their 
capital expenditure also cut down their demand for the products 
of industrialised countries. Those industrialised countries which, 
like Germany, were also debtors, reduced their imports of raw 


1 Cf Chapter VI and Review of World Trade , 1931, page 52. 

2 Course and Phases of the World Economic Depression , page 226. 
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materials and consumed their stocks, thus further demoralising 
the markets. 

Despite the comparative measure of stability of the average 
level of wholesale prices in the years 1922-1929, therefore, it is 
clear that, in the years immediately preceding the depression, 
especially in 1927-1929, credit expansion, superimposed upon* 
an unstable economic and political situation, had created a( 
dangerously unbalanced price-structure. The pressure upon ‘ 
price-control schemes, and upon the debtor countries, when 
credit became more expensive, caused prices to fall more sharply, 
at least from the beginning of 1929. When the boom burst in 
October 1929 that fall, as the next section will show, rapidly 
took on catastrophic proportions. 

(ii) The Collapse of Prices, 1929-1932. 

The collapse since the latter part of 1929, not only of the 
average level of wholesale prices, but of the whole price-structure, 
has been the most alarming manifestation of economic disorga¬ 
nisation in the present depression. It is so far-reaching and 
complete that il is unlikely to have been produced by any single 
cause. The variety and contradictory nature of the explanations 
ollered, even in expert circles, leads in itself to a suspicion that 
the causes arejromplex and not fully understood. It is not 
only the monetary mechanism buL the whole economic organi¬ 
sation of the world that has been affected, and it is unlikely that 
any single weakness would have caused such a general collapse. 

In even the briefest recital and analysis of price-movements in 
1929-1932, therefore, consideration must be given to many other 
phenomena besides the outstanding fact ot an unprecedented 
decline in the average levels of commodity prices. The price- 
structure of the modern world, kept in international equilibrium 
by the operation of the gold standard, was a very complex and 
delicate creation, comparable with the nervous system of the 
human body. By its reactions to the stimuli of changing econo¬ 
mic conditions, the body economic was maintained in a healthy 
condition. like the nervous system, it was capable of becoming 
deranged. On the other hand, its efficiency was hampered 
whenever abnormal local happenings cither distorted or thwarted 
its reactions. An accumulation of such strains might throw 
the whole system into disorder. 

As succeeding sections of this chapter will show, not only 
has the delicately balanced international equilibrium main¬ 
tained by the various national price-structures been tempora¬ 
rily destroyed, but a whole series of disequilibria have been set^ 
up between wholesale and retail prices, the prices of raw materials 
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and of finished manufactures, of producers’ goods and consumers’ 
goods — to mention only a few. It is no easy task to construct 
once again an international system which is built up of so many 
interlocking and shifting relations. This destruction of the 
balanced relationships in the price-system is important, not only 
because of the inconvenience and hardship it causes by upsetting 
the organisation of economic life, but also because the disequi- 
libria set up tend to act as a block to recovery. 

The report of the Gold Delegation, published by the League 
of Nations in June 1932, 1 sets out clearly the disturbance of 
economic order occasioned by such a rapid fall in prices as the 
world experienced in the years 1929-1932. The diagram 
which follows may supplement this description by showing 
how difficult a situation has been created by the uneven 
incidence of falling prices. If the index-number of general 
prices 2 as calculated for the United States be taken as a rough 
indication of the effect of the depression on the price-structure 
as a whole, the dispersion of the various index-numbers around 
that average gives an indication of the degree to which relation¬ 
ships existing in 1929 have since been dislocated. It is significant 
that the heaviestiall has been in security prices, which are based 
mainly~upon estimates of business profit and which therefore 
register the inducement to business activity. Their low level 
j indicates the paralysis of productive activity that has resulted 
from the depression. 

The divergent movements of wholesale prices, wages, and 
the cost of living, as disclosed above, are also significant, since 
they set up strains which lead to class disputes and industrial 
strife. The elements which enter into the cost of living, and 
therefore influence wage rates, are determined only in part [by 
the larger economic forces which govern wholesale prices. House- 
rent, inlatai transport charges, the cost of essential services, such 
as the pi^fvision of water and electricity, are not as sensitive 
to the competitive forces of changing business conditions as 
are the wholesale prices of most commodities. The problem of 
\ keeping such slow-moving, inelastic prices in equilibrium with 
the movements of commodity prices affected by every change 
in sensitive international markets involves a reconciliation of 
national stability with international adjustment. Failure to 
achieve this reconciliation in the post-war period has tempora¬ 
rily disorganised the international price-system and wrecked 
the international monetary mechanism. 

1 Report of the Gold Delegation of the Financial Committee (document C.502. 
M.243.1932.II A., section XII) 

2 As calculated by the Research Department of the Federal Reserve Bank 
of New York. The calculation takes account of other elements of the price-structure 
than wholesale commodity prices, as, eg, wages 



The Movement of Prices in the United States of America, 
1929-1932. 1 


(Average 1929 — 100.) 



1 Indices for the General Price Level and the Cost of Living and Wages (average 
weekly living rate for unskilled labor) published by the Federal Reserve Bank, 
New York —, Wholesale Price Index of the U.S. Bureau ol Labour Statistics ; 
Index of Security Prices calculated for fifty Stocks by the New York Times. 
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Even when attention is centred upon wholesale commodity 
prices alone, and upon the decline, unprecedented in its rapidity, 
depth and persistence, which has lasted from 1929 to the present 
time, it is evident that behind such a movement there must 
lie very difficult and obstinate maladjustments of the economic 
system. An attempt has already been made to analyse this 
background 1 and, in the first section of this chapter, attention 
was drawn to the symptoms of price instability which were appa¬ 
rent before 1929. The remainder of this section will deal with 
the actual course of wholesale prices in 1929-1932, and the 
following sections will be devoted to some of its complications. 

The average level of wholesale prices had been falling in 
many countries long before the New York stock market collapsed 
in October 1929. The international adjustments referred to 
previously 2 obscured the situation but, from the beginning 
of 1929 at least, there was in most countries a tendency for 
prices to fall. This falling tendency gathered strength until, 
with the breakdown of the speculative boom, it became preci¬ 
pitous. The diagram which follows shows how universal was 
the fall in gold prices and how heavy it has been, especially in 
the agricultural debtor countries such as Australia, the Argentine, 
the Dutch East Indies and India. 

The course of prices seems fairly clear, at any rate in the first 
two years of the depression. Prices fell fastest in 1930 in the agri¬ 
cultural countries, represented in the diagram by Australia, India 
and the Argentine. Japan was not far behind in the deflation and 
Italy also suffered heavily. As early as 1930, there were evident 
signs of strain in the agricultural debtor countries, and Australia 
and Argentine were already off the gold standard. 

In 1931, the pace of deflation showed no signs of slackening 
and its incidence was particularly heavy on the remaining 
agricultural country in the list— the Dutch East Indies. Before 
the year was ended, however, the pace had proved too hot for 
many countries. Great Britain, India and Japan were oil the 
gold standard, and the variations beginning to appear in the 
other index-numbers are evidence of artificial support to the 
price-level, even in countries nominally on the gold standard. 
By the beginning of 1932, the average fall in gold prices in those 
countries which had adhered to the gold standard was about 
30 per cent from the levels ruling in December 1929 or 30-35 per 
cent from the average of that year. 

This estimate of a 30-35 per cent fall in gold prices between 
1929 and 1932, however, is calculated from national price 


1 See Chapters I and 11 
a See section (i). 
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Wholesale Price Movements in Terms of Gold , 1929-1932. 
(December 1929 - 100.) 
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indices, which include many commodities that are relatively 
sheltered in domestic markets. If those commodities which 
are the subject of competitive trading by well-informed buyers 
and sellers in organised world markets are taken, the fall is 
much greater. The so-called sensitive price index-numbers refer 
to such commodities and, as the accompanying diagram shows, 
their gold prices dropped in this period by 55-60 per cent. 

The greater magnitude of this decline in sensitive prices is 
indicative of the pressure that has been exerted upon the staple 
commodities of international trade. The many restrictions 
imposed upon such trade and the various forms of protection 
invoked for domestic markets, combined with the resistance 
to any downward movement, which is characteristic of sheltered 
industries producing for local markets, have concentrated the 
force of the depression upon those export surpluses which must 
find international markets. It is a characteristic feature of the 
i present depression that it has struck its heaviest blows at inter- 
* national commerce. 

From the last quarter of 1931, the abandonment of the gold 
standard by a further large group of countries, including Great 
Britain, and the measures taken hurriedly b^ almost every 
State to protect its domestic markets, caused widely variant 
movements in the national price-levels. The average level in 
France, for example, rose in the first three months ol 1932, but 
this was due to import restrictions and not to a revival of pur¬ 
chasing power. Elsewhere in the gold-standard countries — 
the United States, Belgium, Holland, Italy, Germany — prices 
fell in the first three months of 1932 even faster than they had 
fallen in 1930 and 1931. In those countries, such as Great Britain, 
which had abandoned the gold standard, there is the same 
evidence of a more rapid fall in gold prices, as stationary or 
slowly rising domestic paper prices in those countries must be 
considered together with the depreciation of their currencies. 
In several of the countries which adhered to the gold standard, 
but imposed exchange restrictions, nominal gold prices tended 
to rise ; but this was a fictitious movement caused by scarcity 
of goods in a limited market. In the spring of 1932, deflation- of 
gold prices, was- still-proceeding and at a faster rate than in 

1930 and 1931. 

The area in which the gold standard remains operative, 
however, is not only much smaller than in 1929 but tends still 
to shrink. Since Great Britain left the gold standard in September 

1931 and was followed immediately by a large number of other 
countries, the same course has been followed by Japan in 
December 1931, by Greece in April, and by Siam and Peru in 
May 1932. A large and increasing number of countries, therefore 



Sensitive Price Index-Xumbers, 1929-1932 
(January 1929 = 100.) 
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— the South-American States, Great Britain, the British 
Empire, and the British Dominions (with the exception of South 
Africa), and the Scandinavian States, as well as other countries 
such as Portugal, Egypt and Siam — are now operating paper 
currencies. For many of these countries, sterling tends to offer 
an alternative and moderately stable standard. The strength of 
sterling has been displayed, not only by the remarkable steadi¬ 
ness of domestic wholesale prices within Great Britain, but 
also by the fact that, instead of import prices being forced up 
to the full extent of the exchange depreciation, gold prices 
fell more heavily after Britain abandoned the gold standard. 
Between September 1931 and March 1932, gold prices, as 
measured by the London Economist , fell 10 per cent, while ster¬ 
ling wholesale (but not retail) prices of the same commodities 
rose 16 per cent — a result which corresponded roughly with 
the exchange depreciation at that time. It is of little value, 
however, to calculate purchasing-power parities on the crude 
basis of a combination of exchange rates and wholesale price 
index-numbers. The influence of financial factors, as well as 
commodity prices, is very great, and it is not possible to measure 
these factors with any exactitude. The important fact is that 
the trading world is now faced, not with one, but with several 
international standards of value, and that the relation between 
price-levels expressed in these various standards is constantly 
changing. The continued tendency of gold prices to fall, though 
still an important factor in prolonging the depression, is less 
important than it was. In those countries which, like Great 
Britain, have abandoned the gold standard without unsettling 
the domestic price-level, there is evident progress not only 
in arresting the long-continued decline, but also in readjusting 
the disequilibria which were part of the cause of, but were also 
aggravated by, the decline of gold prices. 


(iii) The Complications of Falling Prices. 

(a) The Course of Individual Commodity Prices , 1929-1932. 

The preceding section of this chapter has described the very 
heavy and almost universal fall in the average levels of wholesale 
commodity prices during 1929-1932. These levels, however, are 
constituted by averaging price-movements of large numbers of 
different commodities and, as the diagrams which follow clearly 
indicate, there, have been remarkable differences of movement 
within the ave rag e. It is obvious that each commodity or group 
of commodities has special conditions affecting its price ; but, in 
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addition to the fluctuations in demand and supply caused by 
factors peculiar to the particular commodity concerned, there 
were, in the depression period, two other important disturbing 
influences. The first was the interference with normal price 
adjustment caused by controls and valorisation schemes and, 
more successfully, by cartels and trade organisations. From the 
middle of 1929 to May 1931, for example, the Federal Farm 
Board in the United States bought wheat in large quantities. 
The Coffee Institute of Brazil temporarily checked the decline 
in coffee prices in late 1930. Efforts to limit production and 
sustain the price of sugar were continued throughout 1930. 
Similar attempts were made by concerted international action 
to check the fall in important mineral products such as copper, 
tin, lead, and zinc. Though in practically every case the success 
of such valorisation schemes was limited and temporary, they 
were important, not only because they maintained prices for a 
time, but also because the ultimate fall in prices was so greatly 
aggravated, both by the increased production, which was 
encouraged in many cases, and by the accumulation of stocks 
which had eventually to be thrown on to an already weak 
market. The rubber restriction scheme is a convincing example 
of the encouragement to production, and the experiences of 
the Brazilian Coffee Institute and the Federal Farm Board 
illustrate the depressing effect in the long run of endeavouring 
to keep prices up by withholding stocks. The more effective 
industrial cartels, on the other hand, as is shown later, have been 
more successful over a longer period, largely because they could 
control production as well as price. 

Moreover, such attempts at price control rendered more 
difficult and irregular the second complicating influence on 
price movements — viz., the industrial maladjustments and 
disequilibria created by a drastic decline of the average level. 
The decline of prices, precipitated by structural maladjustment, 
became in turn a cause of further maladjustment. Occasionally, 
there was a curiously favourable effect on certain industries, as 
when the much more rapid fall in cereal than in animal products 
gave an advantage to the dairy farmers of Denmark and similar 
countries. In these highly organised farm industries, cows are 
equivalent to machine equipment and their food to raw material. 
The cheapening of raw materials relatively to the finished 
product placed butter, cheese, bacon and meat in a relatively 
favoured position during most of 1930. 

For the most part, however, the reactions of falling prices of 
commodities, one upon the other, have been less fortunate. 
Commodity prices have tumbled one after the other, each 
bringing down joint-products, by-products and substitutes in its 
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fall. Moreover, purchasing power has been more and more con¬ 
stricted, since certain charges upon industry — wages, interest, 
taxation — have remained fixed in terms of an appreciating 
currency, and every fall in the price of a commodity tended to 
restrict the purchasing power of its producer still further. 

It is significant that the commodities which began to fall 
first were certain cereals and textile raw materials — rye, maize, 
wool, flax were all falling heavily from the early part of 1929, 
long before the boom came to an end. Petroleum, silver and 
tea were also falling at this time. After the collapse of the 
boom some of the heaviest falls took place in coffee, flax, maize, 
rubber, wool, petroleum, tin and silver. In many of these cases, 
control schemes had broken down. In almost all cases, the fall 
in prices was a serious matter for the raw-material producing 
debtor countries. The behaviour of individual commodity prices 
in the months immediately before and after the crisis of October 
1929 supports the argument previously advanced 1 that the 
plight of the debtor countries, after the shrinkage of capital 
imports in late 1928, was a main cause of the depression. 

When raw-material commodity prices began to fall so heavily 
in late 1929, the general average of wholesale prices naturally 
moved downward. Rut there was strong resistance to price 
reductions, particularly in the case of those commodities the 
production of which could be relatively easily controlled. The 
prices of manufactured goods have, on the whole, fallen less 
than those of raw materials, because it is generally easier to * 
curtail production by closing a factory than by abandoning a 
farm or shutting down a mine. Succeeding sections of this 
chapter will be devoted to some important aspects of the 
variations in price movements arising from these causes. 

(b) The Influence of Cartels and Trade Oiganisations. 

The influence of cartels and trade organisations has been 
more successful than the somewhat similar agricultural valori¬ 
sation schemes in checking the fall in prices of certain important 
groups of commodities. The policy of these organisations is 
generally to maintain stable prices in good times and bad ; the 
fluctuations in demand which take place in the various phases 
of the business cycle are accordingly countered by fluctuations 
in output rather than in price. Where the producers’ association 
is national in scope it is in most cases aided in maintaining 
domestic prices by means of tariff barriers. In some instances, 
indeed, a differential price policy is pursued, and sales in foreign 


1 See Chapter II. 
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markets are made at a lower price than sales in the home market. 
Where the agreement is international, it often includes an under¬ 
standing on the part of the various producers not to sell in 
each other’s markets. Unfortunately, serviceable indices for 
“ cartellised ” and “ non-cartellised ” prices are available only 
for Germany, where it is estimated that half the industrial raw 
materials and semi-manufactured goods (as measured by the 
numbers of workers employed in producing them) fall within the 
former category. The success of the cartels in maintaining 
prices in this country maybe judged from the following table: 


Price Indices of Cartellised and Non-Carlellised 
Industrial Raw Materials and Semi-Manufaclured Goods 
in Germany , January 1929-1932. 

(1926 = 100.) 



Cartellised 

Non Cartellised 

Januar}^ 1929 . 

104.6 

101.9 

January 1930 . 

105.0 

90.1 

January 1931. 

95.2 

66.2 

January 1932 . 

84.4 

51.2 

Percentage decline, Janu¬ 
ary 1929 to January 
1932 . 

19 

50 


Source : Virrieljahrshrfle des Institute Jilr Konjunktilrforschung. 


The index for cartellised prices is not completely accurate, 
since it is based on price lists and does not take into account 
reductions granted in the form of cash discounts, rebates, etc. 
The magnitude of the discrepancy is, however, significant. 
Cartellised goods in Germany would appear to have fallen only 
one-half to one-third as much as “ free goods ”. The full signi¬ 
ficance of this fact is grasped only when it is realised that the 
cartellised goods in Germany (and elsewhere) are for the most 
part “ producers’ goods ”, such as iron and steel, which are 
destined for capital equipment — i.e., real investment— whilst the 
“ free ” goods are largely used in making articles destined for 
final consumption. The discrepancies in the movements of these 
groups are further discussed below. 

Cartellised prices in Germany dropped somewhat more 
rapidly in 1931 than in 1930 1 as the result of governmental 


1 It may be noted that, while free prices rose 12 per cent m the boom of 1927, 
cartellised prices did not follow them. This helps to explain the investment 
boom of that year in Germany. 
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pressure as well as of economic conditions. Practically the whole 
of the decline from January 1931 to January 1932 took place 
after the emergency Decree of December 1931, which required 
all cartels to reduce their prices by 10 per cent below those of 
June 30th, 1931. The index for cartellised prices (1926“100) 
stood at 93.4 in November 1931 but fell to 84.4 in January 1932 
and slightly lower in February. In the latter month, it was 
slightly more than 10 per cent below the level of June 1931. 
It should be noted, however, that, with the exception of Italy, 
no other great industrial country has yet applied governmental 
pressure to reduce costs of production and manufactured prices 
in the way described above. 


(e) The Severity of the Fall in Raw-Material Prices, 

During the years 1929-1932, as indeed in all depressions, 
raw materials have fallen in price more sharply than finished 
goods in every country. The following table will show how marked 
is the difference in the rate of decline. 


Percentage Fall in Wholesale Price Indices of Raw Materials 
and Manufactured Goods in Certain Countries 
January 1929 to January 1932. 


Raw materials Manufactured goods 



(Percentage) 

(Percentage) 

Canada . 

38 

22 

Germanv. 

31 

21 

Italy. 

41 

30 

United States of America 

39 

26 


The greater part of the discrepancy between the prices of 
raw materials and manufactured goods developed in the earlier 
stages of the depression. In the year 1930, raw-material prices 
fell very heavily, but there was a considerable lag in the prices 
of finished products. In 1931, the rapidity with which raw- 
material prices declined slackened somewhat, while manufactured 
goods began to fall faster in most countries than they had fallen 
in 1930. 1 Even then, however, raw-material prices were falling , 
at a more rapid rate, so that the discrepancy was still being 
widened, though at decreasing pace. This' development is 
clearly shown by the following table : 


1 In Italy, the slower decline of the prices ol finished products in 1931 is partly 
explained by the heavy fall in 1930 and the even heavier fall in 1929. 
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Percentage Fall in Wholesale Price Indices of Raw Materials 
and Manufactured Goods in Certain Countries 
in 1929 and 1931. 

(Fall from January to January in each case.) 



Raw matenals 

Manufactured goods 

1929-30 1 

11*M0 31 

| 19.51 32 

1929 30 

| 1930 31 

1931 32 

Canada . 

I 

+4 

32 

12 


1 ! 

14 | 

10 

Germany .... 

1 

16 

14 

2 

9 

12 

Italy. 

10 

24 

17 

12 

12 

9 

United States 1 . 

5 

21 

17 

3 

12 

12 


The reasons for this discrepancy (which occurs in every 
period of depression) between the price-movements of raw ma¬ 
terials and finished goods, are fairly clear. There is naturally 
a lag in the prices of finished products, since the processes of 
production occupy a fairly long period. Moreover, this lag is 
increased by the fact that merchants and manufacturers carry 7 
reserve stocks of raw materials. It takes some time for a change 
in the price of raw materials to be reflected hi the prices of 
finished goods. 

In addition, the producers of raw materials are, on the whole, 
in a weaker bargaining position. This is especially true of the 
scattered agricultural producers. Where the raw materials 
of industry must be produced by large-scale industrial methods, 
as in the case of many minerals, production and price-control 
is more readily possible. This, it is argued later, is the primary 
reason why the prices of producers’ goods (capital equipment) 
have been relatively better sustained than those of consumers’ 
goods. The heavy fall in raw-material prices, however, is mainly 
a reflection of the weak bargaining power in the world’s markets 
of unorganised agriculturalists. Valorisation schemes, controls 
and pools have been much less successful than cartels and trade 
organisations ; production has been difficult to restrict; stocks 
cannot be kept for long off the market. Moreover, it is not possible 
by lowering prices of raw materials to stimulate demand as 
quickly, directly and effectively as in the case of finished pro¬ 
ducts. A substantial decline in the price of raw materials 
may not cause more than a slight decline in the finished 
product, so that, even if consumer’s demand is somewhat stimu¬ 
lated that stimulation is not in proportion to the lower receipts 


1 December 1931 instead of January 1932 
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of the raw-material producer. Costs of production tend to be 
more rigid in the finishing processes which require more capital 
equipment and highly organised labour. It is inevitable, there¬ 
fore, that raw-material prices are driven downwards at the 
expense mainly of the agriculturists. 

In the present depression, the decline in agricultural prices 
has been extremely severe, particularly in the countries outside 
Europe which produce cereals and textile raw materials. In 
Canada, the United States, Australia, New Zealand, and the 
Argentine, the fall in agricultural prices averaged round about 
50 per cent from the beginning of 1929 to the beginning of 1932. 

The decline in purchasing power caused by such a heavy 
fall of prices, even if it is somewhat offset by increased production, 
is a serious factor in the prolongation of the crisis. In the United 
States, it is estimated by the Department of Agriculture at 
about 50 per cent, in Germany at about 30 per cent 1 between 
1929 and 1931. Nor is this decline in purchasing power fully 
compensated by a corresponding decline in the commodities 
and services the fanner must buy. 2 In New Zealand, the specially 
constructed official index of farm expenditure was almost sta¬ 
tionary in 1929 and 1930, but the prices of farm products fell 
by 22 per cent. The price index of articles bought by farmers 
in the United States of America fell by 21 per cent from the 
beginning of 1929 to the beginning of 1932, whereas the farmers’ 
purchasing power declined by 50 per cent. 

These comparisons may tend to exaggerate the extent 
to which agricultural communities are adversely affected by 
the unequal incidence of falling prices, since the farm provides 
a substantial part of the living of the farmer and a comparatively 
small part of his real income is spent on industrial products. 
But tlie marked discrepancy which exists between the prices 
of. agricultural raw materials and those of finished products, 
and the reduced purchasing power of the agriculturalists obvi¬ 
ously set a limit Lo industrial recovery. Until the prices of raw 
materials and finished products can be brought into equilibrium 
again, there will remain a vicious circle of falling prices, decreased 
purchasing power and reduced employment. The widening 
of such a “ scissors ” in the price-structure is always a symptom 
of industrial maladjustment, and its closing is an essential 
condition of recovery. 


1 W(n henbericht des Instituts fur Konjunkturforschung , December 9th, 1931 
-‘There was, during 1929 and 1930, a sharper lull in cereals than in animal 
products, so that meat and dair\ fanners gamed a substantial relath o advantage 
Hut the shift lrom arable to animal larming caused a sharp lull in the prices of 
animal products in 1931. 
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(d) Producers' and Consumers' Goods. 

The preceding sections of this chapter have been devoted 
to an analysis of some of the complications in the price-structure 
created by the uneven movements of the prices of different 
commodities and commodity groups. The drastic fall in the 
average level of wholesale prices, important and diflicult in 
itself, is rendered more difficult because the rapidity of the 
fall throws the relations of price-groups into confusion. Almost 
any grouping of price-movements could be used to illustrate 
the extent to which the complex and interdependent price- 
structure has been thrown out of gear, but particular importance 
attaches to the distinction between the prices of commodities 
destined for final consumption and those used for capital equip¬ 
ment. Indices are available in some countries which measure 
the price-movements of consumers’ goods as contrasted with 
producers’ goods, and the evidence of maladjustment which 
they provide throws light on a central cause of the persistence 
of depressed conditions. 

In previous depressions, producers’ goods destined for capital 
equipment fell more heavily in price than consumers’ goods. 
In the nineteenth century, mineral prices especially fell rapidly 
and severely in every depression. For later crises, delinitc index- 
numbers are available. They show that, in the crisis of 1907-8, 
producers’ goods in the United States fell by 15 per cent, while 
consumers’ goods fell by 7 per cent. In Germany, in the same 
crisis, producers’ goods fell by 24 per cent and consumers’ goods 
by 9 per cent. During the depression of 1920-1922, the relevant 
price indices show similar movements in Canada and the United 
States. 

During the present depression, however* precisely the opposite 
movement bas taken place ; capital equipment and the materials 
for capital equipment have fallen much less in price than have 
consumers’ goods at corresponding stages of manufacture. In 
Canada, for example, the price of producers’ equipment reached its 
highest point in April 1930 and from then until the beginning of 
1932 fell only 5 per cent. Consumers’ goods, on the other hand, 
in the same period, had fallen by almost 25 per cent since 1929. 
In Germany, at the beginning of 1932. finished consumers’ 
goods had fallen by 27 per cent since the beginning of 1929 
and finished producers’ goods by only 11 per cent. In the United 
States of America, the National Bureau of Economic Research 
index for articles of capital equipment fell by 21 per cent between 
January 1929 and October 1931, while the index for articles 
of human consumption fell by 35 per cent. For Italy, specially 
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prepared indices of producers’ and consumers’ goods show that 
producers’ goods were 19 per cent lower in 1931 than in 1929, 
while consumers’ goods were 29 per cent lower. 

These facts point to one of the main obstacles that stands < 
in the way of recovery from the present depression. Previous 
depressions were gradually overcome when capital goods became 
cheap enough, in relation to the prices of consumers’ goods, 
to tempt business enterprise once more to expand its operations. 
The preceding boom period in such cases was most marked 
in the industries devoted to producers’ goods. When depression 
developed, therefore, there was an e\panded production of these 
capital goods and a strong tendency for prices to fall. Moreover, 
general purchasing power was never before so badly affected 
as it has been in the present depression, and consumers’ demand 
kept up relatively well, so that the prices of consumers’ goods 
were less affected. 

The present depression, on the other hand, was preceded 
by a marked boom in consumption and particularly by an 
inflated demand ior articles of durable consumption, accom¬ 
panied by widespread growth of debt encouraged by instalment 
selling. The collapse of purchasing power in the depression, 
aggravated by the unusual debt commitments, has been un¬ 
precedented, so that the prices of consumers’ goods have fallen 
heavily. On the other hand, there has been strong resistance 
lrom the powerfully organised capital-equipment industries, 
many of which are cartellised and, in the process of organisation, 
have been loaded with excessive capital obligations. Capital 
costs, labour costs, and prices have remained much more rigid 
in these industries. Demand has fallen oft and production 
decreased to what in former depressions would have been regarded 
as catastrophic levels ; but prices have been slow to fall. The 
steel industry, particularly in the United States, is a good example 
of this development. 

Until this deadlock is broken in some way, either by the 
prices of consumers’ goods rising, or by a reduction in the prices 
of producers’ goods, there is little possibility that industrial 
profits will re-emerge, tempting business to expand. There is 
a fundamental maladjustment at this point which blocks the 
efforts of governmental or monetary or business leaders to 
start the processes of recovery. 


(e) The Segregation of Domestic Markets . 

In describing the collapse of prices in the years 1929-1932, 
stress was laid upon the severity of the fall in the wholesale 
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prices of commodities 1 and it was pointed out that the fall 
had been greatest in those commodities which are described 
as sensitive — mainly commodities which enter freely into 
international trade. One of the most marked features of the 
depression has been the concentration of selling pressure upon 
the export surpluses of these products. In the later stages of 
the depression, however, there has been a definite movement 
towards segregating and protecting the domestic markets, and 
it becomes more and more difficult therefore to measure the 
true extent of the decline which is actually taking place. 

This movement, already strong, was immensely reinforced 
after the gold standard was abandoned by many countries in 
the latter part of 1931. Up till then, the monetary systems 
based on gold provided a common denominator in which indi¬ 
vidual prices and national price-levels might be compared. 
Tariffs, contingent systems, quotas, milling and similar regu¬ 
lations were being multiplied, so that domestic prices diverged 
more and more from prices of the same commodities in inter¬ 
national markets. But the international markets remained 
powerful and set the basic prices of which domestic prices were 
varying functions. Moreover, the necessity of keeping the 
exchanges stable set a limit to the extent to which the average 
of domestic prices might rise. If the prices of some commodities 
were heavily protected, a general rise in prices could be avoided 
only by depressing the prices of other goods. The abandonment 
of the gold standard took away this restriction and it is now 
more possible for domestic price-systems to fluctuate indepen¬ 
dently instead of being restrained by international influences. 
There are limits to this possibility ; but the partial destruction 
of the organised world markets for staple commodities must 
be reckoned as one of the casualties of the falling price-level. 

The extent to which countries still on the gold standard 
have managed to segregate their domestic markets may be 
illustrated by the following table, in which the price indices of 
various groups of raw materials in Germany are shown for the 
beginning of each year since 1929. 2 


1 See section (ti). 

* These indices were prepaied b\ the Statistisches Rejchsamt for the use of 
the League of Nations in a special enquiry into relative price movements and 
will subsequently be treated in greater detail along with those prepared by certain 
other countries. 
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Price Indices of Various Groups of Raw Materials in Germany , 
January 1929 to January 1932. 

(1913 - 100.) 



(i) 

Vegetable 

foodstuffs 

i 

(2) 

Animal 

foodstuffs 

(3) 

Vegetable 

law 

, matenals 

(4) 

Animal 

raw 

materials 

<5) 

Mineral 

raw 

materials 

January 1929. 

133.4 

126.9 

127.4 

136.1 

119.3 

January 1930. 

113.9 

128.1 

117.6 

99.6 

120.3 

January 1931. 

110.4 

106.4 

73.5 

74.5 

105.2 

January 1932. 

113.1 

77.5 

I 51.3 

51.0 

93.0 

Percentage de¬ 




1 

1 

| 

cline, Janu¬ 






ary 1929 to 






January 1932 

15 

39 

57 

i 62 

22 

i 


Animal foodstuffs and vegetable and animal raw materials 
appear to have followed world-market prices quite closely, but 
the 15 per cent fall in raw-vegetable foodstuffs in Germany 
may be compared with a decline in this group on world markets 
ranging from 40 to 70 per cent, and the 22 per cent decline in 
mineral raw materials may be compared with a fall for similar 
commodities on world markets ranging, in most cases, from 
30 to 50 per cent. 

The discrepancy between the movement of internal and 
external prices is by no means confined to Germany, but is 
shared by many other countries. The following table shows 
the percentage decline in the prices of domestic and imported 
commodities in four European countries between January 1929 
and January 1932. 


Percentage Decline in Prices of Domestic and Imported Goods , 
January 1929 to January 1932. 



Domestic 

Imported 


goods 

goods 

Germany. 

. . 21 

49 

France . 

. . 25 

54 

Czechoslovakia . . . 

. . 22 

35 

Sweden 1 . 

. . 22 

37 


1 January 1929 to September 1931. 









The groups “ domestic ” and “ imported ” goods do not, of 
course, contain identical articles, and the figures shown above 
' are therefore in no sense an exact measure of the difference in 
the fall in prices of the same goods on world and home markets. 
None the less, the discrepancies are very striking. They are to 
be attributed in the main to two factors : first, to the special 
measures which have been taken by Governments to protect 
the prices of some domestic products against the fall in world- 
prices ; second, to the fact that cartels and other price-fixing 
producers’ associations have, in many cases, been successful in 
maintaining their domestic prices, in addition, as has been pointed 
out above, to maintaining world-prices for their goods at a rela¬ 
tively high level. 

The methods by which this segregation and protection of 
the domestic markets have been brought about are all those 
devices of economic nationalism which have been multiplied 
since the war and especially in the latter stages of the depression. 
Tariffs have been raised, import contingents imposed or quotas 
supplemented by clearing agreements, exchange regulations 
have controlled the available amounts of foreign exchange, 
specific duties have become more effective as prices fell, admi¬ 
nistrative regulations (and fees), and indeed the whole apparatus 
of state regulation, have in many countries been directed towards 
cutting off the domestic from the world market and protecting 
the former against the severity of the price decline on the latter. 

Such measures have the double effect of concentrating and 
intensifying the price decline on world markets and of destroying 
the regulatory value of competitive trading. Domestic prices 
are maintained so that production (already excessive) is further 
stimulated at the places where its costs are high. 

The prices of wheat, one of the most universal world products, 
in domestic markets, as shown in the following table, offer 
striking evidence of the extent to which the world markets 
have been shattered. 
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Domestic Prices of Wheat in Various Countries , 
January 1929 and January 1932 . 



In United States cents 
per bushel of 00 lb. 

January 

1929 

January 

1932 

Argentine. 

113 

44 

Canada . 

120 

51 

Great Britain. 

123 

53 

United States. 

121 

58 

India. 

158 

60 

Hungary . 

' 158 

60 

Poland. 

140 

81 

Sweden. 

137 

91 

Austria. 

131 

120 

Czechoslovakia. 

147 

121 

Germany. 

135 

147 

Italy. 

192 

151 

France. 

164 

179 


It is obvious that this retreat from international economic 
co-operation is another strong factor in prolonging the depression, 
since it concentrates and intensifies the falling-price tendencies 
on export markets and thus retards the recovery of the raw- 
material producing debtor countries the weakness of which 
precipitated and has prolonged the depression. The recovery of 
production and trade, essential to any improvement in the 
industrial countries, is just as dependent upon the restoration 
of purchasing power in the agricultural countries as that 
restoration is dependent upon the industrial countries 
opening their markets once again. 

During 1931, there was some evidence that domestic 
prices in several industrial States were beginning to be 
adjusted more rapidly to world prices. Thus in France, the 
domestic level of wholesale prices fell by 6 per cent in 1930 
but by 16 per cent in 1931. But this was a passing pheno¬ 
menon, and the renewal of financial strain in the latter half 
of 1931 caused a reversion to policies of economic isolation. 
Only in countries where vigorous extraordinary measures 
of domestic readjustment have been taken, as in Germany, 
Italy, Australia and New Zealand, have domestic price 
levels fallen rapidly. The abandonment of the gold standard 


9 
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by many countries (including Australia and New Zealand) 
has achieved much the same result, but has been accom¬ 
panied by an intensification of the falling tendency of prices 
m countries remaining on the gold standard. The situation 
in the spring of 1932, therefore, is that international equili¬ 
brium of the price-levels has been destroyed and international 
trade is in some danger of perishing in the confusion. 


( iv ) The Restoration of Equilibrium. 

The foregoing analysis of price movements in the depression 
years indicates how widespread and confusing have been 
the effects of the fall in the general level. The economic 
organisation of the world has been thrown out of gear. 
Internationally, the price-levels of various countries have 
parted company, since so many countries have abandoned 
the gold standard. There has been created, moreover, a 
wide disparity between domestic levels of prices and the 
prices of those export surpluses which must seek foreign 
markets. Those agricultural countries which have been 
placed under double pressure by the enhanced burden of 
their debts and the very heavy fall in the prices of raw 
materials and foodstuffs have become a source of weakness 
in the whole world system. The flow of capital has ceased, 
existing financial commitments are jeopardised, and the 
currency systems in many cases are gravely compromised. 
In all these ways, a serious blow has been struck at inter¬ 
national economic co-operation. 

Within the economic, as distinct from the political, 
structure of the world, equally serious situations have arisen. 
After a period of credit expancion in which agricultural 
prices were artificially sustained and production over¬ 
extended, there has been a very drastic fall in prices, partly 
counteracted by the protection of domestic markets. The 
restriction of production, which normally corrects such a 
situation, takes time to develop, and is, moreover, a very 
j serious step to take in the case of many of the countries 
concerned. 

Retail prices, the cost of essential services both public 
< and private, the cost of living, wages and costs of production 
generally, lag behind changes in the wholesale prices 
of commodities. This lag is always evident and causes 
distress and suffering in all depression periods, because of 
the uneven incidence of the price decline on various classes 
in the community. Not all occupations suffer heavily ; 
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some, indeed, gain when average prices fall without a corres¬ 
ponding diminution of the rewards for their services. But 
when the price decline is as rapid and severe as it has been 
since 1929, the general weakness of economic life which 
results from abnormal price relations affects almost every 
section of the community adversely. Certain prices may be 
sustained, but turnover diminishes ; wages and salaries are 
reduced with difficulty, but unemployment increases ; the 
rentier's share of the national income apparently rises in ^ 
real value ; but security values decline, moratoria are declared * 
and taxation is raised. 

The worst difficulties arise, however, from the dislocation 
of economic activity caused by the abnormal price relations 
that develop. Attention has been drawn to some of the 
more important aspects of these difficulties and, in particular, 
to the unusual relation in this depression between the prices 
of consumers’ goods and producers’ goods. As in every 
great crisis, economic or political, the essential problem 
arises of discovering the means by which economic activity 
shall once again be restored. There are difficult problems 
of maladjustment and injustice ; but the really serious 
matter is the paralysis of production and interchange. If 
this paralysis can be overcome and economic activity resumed, 
the maladjustments and injustices can be remedied. 

The way out of former depressions has normally been by 
such reductions of the costs of production as offer prospects 
once again of business profits. Wages are lowered, interest 
rates decline, and, perhaps most significant of all, the prices 
of typical investment goods or producers’ goods fall relatively 
more than those of consumers’ goods. It is by the widening 
of the margin of profit between the costs and the turnover 
of industry that enterprise is revived, investment stimulated 
and economic progress resumed. 

At this point in the present depression, however, there has 
been a deadlock. Raw-material prices as a whole have fallen 
heavily, but prices of finished goods have not fallen as much. 
Wages are difficult to reduce, and interest rates, partly because 
of the higher risk premia demanded in a period of failing confi¬ 
dence and stringent credit, partly for reasons connected with 
the changed nature of capital savings, 1 remain high. 

Moreover, within the category both of finished manufactured 
goods and of raw materials there is a further block, since produ¬ 
cers’ goods and the materials for their manufacture have fallen 
less in price than consumers’ goods and their raw materials. 


1 See Chapter I, section ( un ). 
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The control of production is easier in the case of minerals, which 
form the most important group of producers’ raw materials, 
particularly since the most important industrial minerals are 
now produced by large-scale methods involving heavy capital 
expenditure. 

The difficult situation has been created, therefore, that 
; prices of finished goods are too high relatively to raw materials, 
and producers’ goods relatively to consumers’ goods. In previous 
depressions, recovery has taken place when the cheapening 
of raw materials together with reductions in the costs of manu¬ 
facturing production and lower prices for capital equipment 
have lowered the prices of finished products to levels within the 
buying capacity of the consumers. In the present depression, 
the buying capacity, particularly of agriculturists, has been 
depressed so much that, even were manufacturing costs less 
rigid, there would be great difficulty in bringing them down 
to an equilibrium with the purchasing power of consumers. In 
fact, however, there has been great resistance to writing-down 
the claims of capital, labour or the tax-gatherer. In addition, 
the producers who have to supply the demands of the consuming 
public find their capital equipment still relatively expensive. 
The world needs a larger production — for example, of steel 
and steel products — at lower prices, and a smaller production 
of most foodstuffs and textile raw materials at higher prices. 
But neither adjustment is easy to make. The industrialist 
finds it easier to reduce production than to lower costs, and 
the farmer cannot afford to restrict his output while his prices 
are falling. 

Practically all students of the depression agree that this 
deadlock is the crucial problem to be faced, but opinions differ 
widely as to the best method of overcoming it. Two alternative 
lines of policy are widely discussed, each with many variations, 
but both starting from the view that the basic cause of the present 
M deadlock is to be found in the discrepancies between costs and 
selling prices. 

The first alternative is to seek an adjustment to the low 
level of prices now prevailing for raw materials. It is argued 
that the rigidity of costs in the highly organised manufacturing 
industries, and particularly in the capital-equipment industries, 
sustains the prices of finished goods at a level beyond the purchas¬ 
ing] capacity of large groups of the community. Consequently, 
manufacturers cannot sell the former quantity of their products 
to the producers of raw materials and will not be able to do so 
until their costs and prices are scaled down to their pre-crisis 
relationship with the prices of raw materials. If this scaling 
down takes place, then — even though wages in manufacturing 
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industry will be lowered — the wage-earning class as a whole 
will benefit by a lower cost of living and by the increased employ¬ 
ment which results from the greater ability of primary producers 
to buy manufactured goods. The expansion in industrial output 
will, in turn, create a demand for raw materials which will stop 
the fall in their prices and, in this way, a new equilibrium will 
be reached. 

The economic efforts of the world have, according to this 
theory, been largely concentrated, during the past two or three 
years, on resisting liquidation. This is true, not only of labour 
costs in industrialised countries, but also of capital charges, 
and is especially evident in the industries producing capital 
equipment or producers’ goods. Firms which, before the depres¬ 
sion, borrowed (or watered) capital on what is now regarded 
as an inflated basis have not been forced into insolvency but 
have often, either through their own internal strength or through 
outside financial assistance, been successful in keeping their 
inflated capital structure intact. The interest which must be 
paid acts as a deadweight on industry, and leaves, under the 
lower level of prices now prevailing, little if any margin for 
profits. Unsound and relatively inefficient concerns have not 
been forced into bankruptcy to the same extent as during previous 
depressions, so that the main salutary effect of such a period 
of liquidation has not been achieved. In order, therefore, to 
reach a sound foundation from which recovery may take place 
and to stimulate recovery, the proponents of cost reduction 
urge that both labour and capital costs in manufacturing industry 
should be reduced so that the prices of manufactured goods 
may be more comparable again with the prices of raw materials. 

The advocates of measures to raise the price-level also start 
from the view that the discrepancy between costs and selling 
prices is an essential factor of the depression, but they deny 
that the relationship between the two, and particularly between 
wage reductions and lower prices, is as close as is often assumed. 
Moreover, it is argued, even if the selling price of the finished 
product is lowered, this will not necessarily be in the same 
proportion as the particular element of cost is reduced. It is 
not clear, therefore, that the immediate loss in purchasing power 
in the industrial community will be made up by a proportionate 
expansion in the demand of the raw-material producing commu¬ 
nity, for the demand of the latter depends upon its ability to 
finance purchases of, as well as its desire for, manufactured 
goods. It is urged further that, if an equilibrium between the 
prices of raw materials and of manufactured goods is sought by 
a scaling down of production costs, the reduction would need 
to be so great as to be practically inconceivable. If raw-material 
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prices remain at their present level and industrial goods must 
be reduced 25 per cent to bring them into equilibrium, the 
magnitude of the cost reductions involved is very great. An 
elastic capital structure, such as the proponents of cost reduction 
wish for and often assume, would no doubt be desirable, but, 
unfortunately, it does not exist, and so the brunt of the burden 
of reduction would have to be borne by labour cost. Moreover, 
though it is true that unsound enterprises have, in many cases, 
not gone into liquidation, it is argued that the soundness or 
unsoundness of an enterprise is itself largely a function of the 
level of prices prevailing at any given time, and, if prices fall 
sufficiently low, no enterprise whatever is sound. 

Accordingly, the proponents of the second alternative urge 
that the price deadlock should be broken by a levelling upwards 
rather than a levelling downwards. They differ as to the methods 
which cotild and should be used, but unite in urging that, though 
some cost adjustment in manufacturing industry may be neces¬ 
sary, an effort should be made also to raise the level of raw- 
material prices. In this way, they urge, most of the discrepancies 
discussed above will be narrowed ; the necessity for painful 
adjustments of income will be reduced ; and the burden of 
debt, public and private, which has been so greatly increased 
by the fall in prices, will again be lessened. The rise in the 
prices of primary products will increase the buying power of 
the classes affected, enable manufacturing industry to work 
at greater capacity and thus reduce its unit costs, and permit 
the general emergence of profits. 

In view of the conflict which exists between these alternative 
theories — a conflict reflected in practical policies — it is as 
yet difficult to trace in the actual progress of events the particular 
combination of measures being pursued. Policy is rendered 
difficult and its results obscure, because of the existence of 
moratoria, standstill agreements, or other means of suspending 
the debt payments which form a large part of productive costs, 
directly or indirectly. In Germany, Italy, Australia, New 
Zealand and other countries, a direct attempt is being made 
to reduce the price disparities by governmental pressure on 
those prices which have hitherto remained relatively high. 
In the countries which followed Great Britain’s action in aban¬ 
doning the gold standard, some part at least of the necessary 
adjustment was found in the opposite direction by a scaling 
down of fixed charges through currency depreciation. Nego¬ 
tiations are in progress in many countries concerning more 
direct readjustments of both public and private debt charges. 
In the United States, definite governmental measures have 
been undertaken to stem the progress of currency deflation caused 
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largely by hoarding. On the other hand, the concentration of 
deflationary pressure on the prices of raw-material and foodstuff 
export surpluses appears to be having some effect in restricting 
the production of those commodities in many countries. There 
is thus little sign at present of any possible agreement upon a - 
single heroic effort either to raise the average price-level or to 
scale down costs, and it is therefore impossible to foresee either 
the duration of the period of readjustment or the particular 
combination of methods by which readjustment will finally 
be attained. But the probability becomes clearer that there 
will be no single panacea. Individual countries will seek a new 
equilibrium by different methods, and the restoration of inter¬ 
national equilibrium will follow gradually. There is no easy 
way of escape from such a confused and complex situation as 
that which has been outlined above. 



Chapter V. 

THE COURSE OF INTERNATIONAL TRADE. 


(i) The Changing Nature of International Trade. 

The rapid development of oversea trade, the opening up 
of new regions of settlement, and the industrial and urban 
concentration of Western Europe in the second half of the nine¬ 
teenth century form a distinct and unique epoch in the history 
of foreign commerce. The application of steam-power to sea- 
transport, together with the railway-building which opened up 
the great continental areas of Europe and the Americas, Australia 
and South Africa, created a new kind of trade. Instead of 
rare and costly objects, large quantities of cheap, bulky goods 
of general demand — coal, mineral ores, grain, wool - - became 
the characteristic cargoes. Industrial Europe sent out coal, 
railway equipment, machinery and manufactured goods and 
drew back raw-material resources from the rest of the world, 
nitrates from Chile, wool from Australia, grain from the prairies, 
and, after the advent of refrigeration, meat, butter and cheese 
from South America, Australia and New Zealand. 

This comparatively simple trade, based upon cheap transport 
and facilitated by an increasing investment of capital in the 
developing agricultural countries, was dominated by British 
manufacturing, shipping, commercial and financial enterprise. 
But, in the latter part of the nineteenth and in the early twentieth 
century, even before the war, there were indications that inter¬ 
national trade of this simple character, and the economic orga¬ 
nisation and policies connected with it, were being challenged. 
The dominance of British banking, shipping, and commerce 
became less marked as other European nations sought industrial 
and trading outlets, the new agricultural countries began rapidly 
to develop their own manufacturing industries, and other centres 
of industry and trade grew up in North America and Japan. 

One effect of the war of 1914 to 1918 was a marked streng¬ 
thening of these tendencies to decentralisation of industry and 
trade- American and Japanese shipping and financial and 
commercial, as well as manufacturing, organisation developed 
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rapidly, and there was a marked increase also in the manufacturing 
output of such countries as India and China, as well as in that of 
Australia, South Africa and South America. The currents of 
trade became more complicated. New trade-routes were esta¬ 
blished, especially across the Pacific ; shipping facilities were 
multiplied from North to South America, along the coast of 
Asia from India to Japan, and across the Pacific from North 
America to the Far East; the ports of the Far East, Singapore, 
Hong-Kong, Shanghai, Kobe, rose quickly to rank among the 
leading ports of the world ; the Panama Canal within ten years 
of its completion carried as much traffic as the Suez Canal, 
and all the ports of the Pacific region — San Francisco, Vancouver, 
Honolulu, Suva, Auckland, Sydney, Manila, Sourabaya, Batavia 
— have grown rapidly with increasing trade. As in other parts 
of the world, the substitution of liner traffic for tramp-steamer 
services has made for the rapid growth of the larger, to some 
extent at the expense of the secondary, ports. 

It is evident from such obvious and well-known facts that 
the nature of world trade since the war has undergone and is 
still undergoing very considerable changes. It is no longer 
dominated by the exchanges between industrial Western Europe 
and the raw-material producing countries, and its organisation 
is less centralised in the United Kingdom. 

Successive issues of the League’s Review of World Trade 
have drawn attention to the importance of the geographical 
changes in world trade that were so definite in the years imme¬ 
diately after the war. Up till about 1925, when the economic 
reconstruction of Europe began in earnest, the more rapid 
growth of trade in other areas, and especially the Pacific, was most 
marked. It was summarised in the Memorandum on International 
Trade and Balances of Payments, 1911 to 1925, as follows: 1 

“ In comparing 1925 with 1913 figures, the United States 
and India now buy less from Europe and more from Asia ; 
China and Japan buy less from Europe and more from North 
America ; Australia less from Europe and more from both 
North America and Japan. Reciprocally, India sends a 
greater proportion of her goods to North America and Asia, 
China to North America ; Japanese exports to Europe have 
dropped from 23 per cent to only 7 per cent of her total 
exports, while those destined for North America have risen 
from 30 to 45 per cent. Australian imports from Europe 
have dropped from 71 to 54 per cent of her total imports. . 

" Trade is passing from the^ Atlantic to the Pacific. ” 


1 Vol. I, page 161. 
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After 1925, however, there was a clear tendency for Europe to 
recover its lost ground. The movement of capital back to Europe 
and the great increase in productivity in the boom years 1925 
to 1929 stimulated both the trade of European countries among 
themselves and their trade with the rest of the world. Many 
factors have contributed to this reversal of what had appeared 
to be an established tendency in the war and post-war trade. 
Among them, the effects of the reconstruction boom based upon 
cheap credit in the years 1925 to 1929 stand out as important. 
Connected also with the movement of capital back to Europe 
in this period, there went a movement of relative prices in favour 
of the manufacturing as distinct from the raw-material producing 
countries. Tariff increases and other measures of economic 
nationalism have reinforced these restrictive factors, and, in 
the years since 1926, these have affected agricultural products 
with especial severity. 1 As will be shown later, the disastrous 
fall of raw-material prices in the depression period and the concen¬ 
tration of its first effects upon the export surpluses of the raw- 
material producing countries still further restricted trade with 
the areas outside Europe. 

In addition to these special and more temporary factors, 
however, there is apparently a change in the nature of inter¬ 
national trade as a whole. Despite the fact that in the post-war 
years there were very large agricultural and mineral export 
surpluses thrown upon the world markets, there was before 
tbe depression a strong tendency for the proportion oT raw 
materials in world trade to decrease. The import statistics of 
several important manufacturing countries showed a definite 
movement towards a higher relative proportion in the quantum 
of finished manufactures and a lower proportion in that of raw 
materials. 2 

A calculation of the changes in the quantum of world trade 
in primary goods as distinct from manufactured goods shows 
that in the period 1925 to 1929, this tendency was very marked. 3 
In those years, the trade in primary goods increased by nearly 
15 per cent, but the trade in manufactured goods increased by 
roughly 31 to 32 per cent. These figures are not surprising, 
since the range of demand to which industrial progress caters 
is much more elastic than the first primitive wants for food, 
clothing and shelter. There is therefore a tendency for trade 
to develop most rapidly in manufactured goods and for this 


1 See Chapter X, section ( u ). See also The Course and Phases of the World 
Economic Depression, pages 324 and 325. 
a See Appendix I. 

* Review of World Production, 1931. 
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tendency, tobe. most marked in periods of prosperity and expanding 
trade — a perfectly natural development in accord with the 
general progress towards a rising standard of living and a greater 
development of secondary production. The League index of 
world production shows that, during the years 1925 to 1929, 
the total output of primary goods rose by about 11 per cent, 
while it is calculated that industrial production in the principal 
industrial countries, excluding Soviet Russia, increased by 
23 to 24 per cent, and, including that country, by perhaps 27 per 
cent. 1 When the world is prosperous, expansion, both of pro¬ 
duction and of trade, takes place more readily in the super¬ 
structure of manufacturing production ; in periods of depression 
the world is forced back to a simpler organisation based more 
directly upon the primary raw materials and foodstuffs. 

There is, therefore, a general tendency in the trade statistics 
of most countries for the value of finished manufactures, imported 
and exported, to gain relatively to the value of raw materials. 
Examination of the trade statistics of individual countries 
bears out this conclusion. 

The exports of France, Germany, the United Kingdom and 
the United States of America in 1929 represented over 40 per 
cent of the total value of world exports. When the trade between 
those countries is deducted, their remaining exports amount 
roughly to three-sevenths of the imports of the rest of the world. 
In the United Kingdom, the proportion of finished manufactures 
to the quantum of total exports remained stable, while, in France 
and Germany, it increased greatly in the post-war period. In 
1910 to 1914, finished manufactures contributed 30.7 per cent 
of the total value of exports from the United States ; in 1926 
to 1930, they contributed 45.4 per cent. So large an increase 
in the value must reflect an increased quantum of manufactured 
exports. Since the total exports from these countries represented 
so large a share of the imports of the rest of the world, it is 
obvious that, in those imports, finished manufactures played 
a larger part. This is not inconsistent with the import statistics 
even of such countries as the British Dominions, which are 
themselves developing manufacturing industries. 2 

Since, therefore, the imports of the raw-material producing 
countries continue to consist primarily of finished manufactures 


1 Ibid. 


* The proportion of manufactured goods in the value of the total imports 
varied as follows : 


Percentage 

Canada.{ 1930 6^2 New.Zcaland 


Percentage 
1913 69.7 
1929 80.9 


Australia.{ 192 ^| ^ South Africa . 


I 1910-14 72.8 
* V 1925-29 78.2 






and, on the other hand, the imports of the industrial countries 
tend to show a reduced proportion of raw materials and a higher 
proportion of finished manufactures, there is strong evidence 
of a change in the character of world trade. The statistics quoted 
for France, Germany and the United Kingdom leave no doubt of 
the tendency in those countries. In the United States of America, 
the case is not so clear. The proportion of raw materials in the 
total value of imports showed a tendency to increase after the 
war till about 1925, but has since fallen below the 1925 level. 
There is evidence also of some tendency towards increasing 
imports of raw materials in such countries as China and Japan 
where manufacturing industry is at earlier stages of development. 
But these conflicting tendencies can hardly compensate for the 
gradual narrowing of the raw-material markets in the great 
industrial countries of Europe. It is probable therefore that 
the commodity composition of world trade has been changing, 
the exchange of raw materials for finished products being sup¬ 
plemented in increasing measure by the exchange of different 
sorts of finished and semi-finished manufactures. This tendency 
has obvious limits, but it goes far to undermine the organisa¬ 
tion of world trade which was based upon the theory that 
Western Europe was “ the workshop of the w T orld ”. 

Such a tendency, moreover, accords well with other know r n 
facts of world trade. The United Kingdom, up till 1931-32 the 
most important free-trade country of the world, even before the 
war, and still more during the war and post-war period, lost 
ground in world trade relatively to other countries. Those 
countries which gained most, relatively, in world markets — 
the United States of America and Japan — are strongly protec¬ 
tionist. The United States’ exports of crude materials dropped 
in value from 33.5 per cent of her total exports in 1910 to 1914 
to 24.4 per cent in 1926 to 1930, while, in the same period, exports 
of finished manufactures rose from 30.7 to 45.4 per cent of the 
total. The imports of raw materials into the United States for a 
time gained (in value) relatively to the total, but tropical products 
bulked large among them. Even if the United States should 
continue to import large quantities of raw materials, this repre¬ 
sents an important shift in the current of world trade and does 
not directly compensate for the difficulty of exchanging European 
manufactures for the raw materials of the southern hemisphere. 

In the British Dominions, Canada, Australia, New Zealand 
and South Africa, the exports of foodstuffs increased but those 
of raw materials decreased relatively to the total exports and there 
was a definite increase in the proportion of exports of manu¬ 
factured goods which, however, except for Canada, remained 
small. 
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Trade between the various European countries tends, as 
industrial progress spreads from country to country, to take the 
form more and more of exchanges of specialised finished products, 
and it is significant that, in the earlier part of the depression, it 
was inter-European trade which, on the whole, suffered least. 
The sustained activity in inter-European trade during 1930 and 
much of 1931 was due partly to the fact that the effects of the 
depression were felt later in the industrial countries. A high level 
of consumption was maintained as real wages were increased by 
the fall in prices and barter terms of trade were improved for 
the industrial countries. There was also a substantial increase 
in the exchange of certain agricultural products (meat and 
dairy produce) between the European countries after the middle 
of 1929. In the long run, however, a prolonged industrial depres¬ 
sion inevitably leads to a shrinkage in the interchange of 
consumers’ goods, and this is becoming apparent in 1932. 

When all these facts are considered together, it seems 
probable that, in the post-war world, the commodity composition 
of international trade is changing in a very important way. The 
industrial hegemony of Western Europe is passing and the falling 
export trade of the United Kingdom is merely the most striking 
manifestation of this general tendency. The diffusion of manu¬ 
facturing equipment and technical knowledge leading to industrial 
development in hitherto backward countries, together with the 
reluctance of powerful industrial creditor countries to sacrifice 
their agricultural industries in order to admit cheap foodstuffs, 
is leading to the gradual narrowing of markets for the great 
export surpluses of the agricultural countries. While this ten¬ 
dency has not destroyed nor even reduced international trade 
in the bulky raw-material commodities, it has made the terms of 
trade less favourable for those countries which depend upon such 
exports and also for the great mercantile and entrepot nations such 
as the United Kingdom. Moreover, the fact that coal shipments 
are now less important as return cargoes tends to make more 
difficult the transport of the bulky raw materials. The fact that 
the tramp steamer tends to disappear and be replaced by the liner 
emphasises the change that is under way. 

A very important corollary of these changes lies in the relation 
of world trade to world production. It is often asserted that 
trade has not kept pace with production and that restrictions on * 
international trade are among the chief causes of the present 
depression. 

It is not easy to find a basis for this contention in the available 
statistics. The trend of development in the war and post-war 
period has not been uniform and, in any case, the period is proba¬ 
bly too short to establish a general trend. Statistical material is, 
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however, more abundant since the war and some interesting 
deductions may be drawn from it. 

The total value of the foreign trade of a large number of 
countries representing between 80 per cent and 90 per cent of 
the total value of world trade is available both for the pre-war 
and post-war periods. For the years after 1913, it is possible 
to utilise import and export price series in many countries to 
calculate changes in the quantum as distinct from the value of 
world trade. 1 Such series of import and export prices are not 
available for the pre-war period, but it is possible to utilise 
Sauerbeck’s well-known index for calculations which yield roughly 
comparable results when applied to the world as a whole. 

For the year 1913 and the years since 1923, there are indices 
of world production of foodstuffs and raw materials which, sup¬ 
plemented by national indices of industrial production, may be 
used as a guide to changes in the value of production as a whole. 

If the war and post-war period is considered as a whole, there 
appears to be some evidence that trade has not kept pace with 
production. The relevant statistics are shown in the following 
table : 


World Production and Trade 1913 to 1929. 


Index 

1913 - 100 
1929 

Quantum of world trade . . 127 

World production index of 
foodstuffs and raw materials 132 


Percentage increase 
annual average 
1913 to 1929 

1.51 
1.75 2 


This table, however, covers a period of great economic 
confusion. It is perhaps legitimate to conclude from it that, as 
compared with the pre-war period, trade had, by 1929, barely 
recovered relatively to production. It is, on the other hand, an 
important fact that the setback to international trade occurred 
in the war years, and in the depression of 1920 and 1921. During 
the war, there was no doubt of the failure of world trade to keep 
pace with production. A slight recovery in 1919 was followed by 
a severe slump which severely reduced both production and 
trade. 

In the years following 1921, there was steady progress and 
trade recovered relatively to production. The quantum of 
commodities traded increased appreciably faster than the quan¬ 
tum of commodities produced. Statistics are more adequate after 
1925 and the following table shows the development quite clearly. 


1 Memoiandum on World Trade and Balances of Payment, 1913 to 1927 , Vol. I, 
?e 11. 

* 1925 and 1929 values combined. 
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World Production and Trade 1925 to 1929. 


Production 


Trade 


Quantum 


Index: 

Percentage 

increase 

Index: 

Percentage 

increase 

1925 = 100 

(annual 

1925 = 100 

(annual 

1929 

average) 

1929 

average) 

of Primary Goods 111 

1925 to 1929 

2.7 

115 

1925 to 1929 

3.6 

of Manufactured 
.127 

6.7 

132 

7.2 


A rough calculation for the three decades preceding the war 
would appear to indicate that the rate of increase of world 
trade during those years was, if anything, slightly greater than 
the rate of increase of world production. 


|World Production and Trade 1881-1885 to 1909-1913 . 


Quantum of World Trade : 1 
Imports. 

[Index : 
1881-85 = 100 
1909-13 

240 

Percentage increase 
(annual average) 
1881-85 to 1909-13 

3.17 

Exports. 

244 

3.24 

World Production Index (Quan¬ 
tum ) : 2 

Raw Materials. 

330 

4.36 

Foodstuffs. 

167 

1.86 

Total. 

212 

2.72 


Caution is needed in the interpretation of these rough esti¬ 
mates. In particular, it has not been possible in the earlier period 
to obtain statistics of the trade in the different classes of 
commodities. For the years 1925 to 1929, it is clear that trade 
increased faster than production in both primary and manu¬ 
factured goods. For the pre-war period, aggregate estimates 
only are possible. These tend to show that trade increased 
rather faster than production on the whole. 

The indices used, however, are built up from statistics of the 
production of raw materials and foodstuffs. Manufacturing 
production should be added to obtain a fair picture of the growth 
of total production and if, as in the post-war period, manufac¬ 
turing production was correlated rather with the raw-material 
index than with that of food production, it is possible that the 


1 Calculated on the base of the value of world trade ior 33 countries (cf . Wage- 
mann : “ Struktur und Rhythmus der Weltwirtschaft ”) and on wholesale-price 
movements (Sauerbeck's Index). 

* Calculated as shown in Appendix II. 
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estimate given above (2.72 per cent) understates the average 
annual increase of total production. 1 

There is some evidence also that in the pre-war period the 
manufacture of foodstuffs was relatively much more important. 
As a typical example, the statistics for Belgium show that the 
proportion of total production provided by the foodstuff indus¬ 
tries fell from 49 per cent in 1846 to 34 per cent in 1896 and 15 
per cent in 1926. 

It is probable therefore that the rate of increase in total 
production was less before than after the war and that the 
preceding table indicates with rough accuracy the relative 
movements of production and trade. 

The remarkable fact emerges from these measurements, 
however, that the quantum of trade in the world as a whole 
(and also the quantum of production) increased very much 
faster in the years immediately preceding the depression than 
in the pre-war period and that, in the years 1925 to 1929, there 
was a substantially greater increase of world trade than ~of 
world production. This suggests very strongly that, in so far 
as restrictions upon foreign trade were in fact a cause of the 
depression that set in after 1925, their effects were more subtle 
and indirect than is commonly supposed. 

Such a rapid expansion both of production and of trade, and 
particularly of the latter, is characteristic of periods of boom 
activity. The years preceding the crisis of 1907 may be cited 
as showing a similar tendency. It is probable that the marked 
improvement of trade (as well as production) in 1925 to 1929 
was only partly due to the healthy development based upon 
European reconstruction, and that, in part, it was caused by the 
credit expansion which made possible a large increase in foreign 
borrowing in those years. In this, as in so many other ways, 
credit expansion temporarily covered up an unsound situation. 

The fact remains that, during this period, trade did increase 
very fast despite the tariff barriers that were raised with increasing 
force. As will be shown later 2 , however, the most important 
of these tariffs did not come into existence till fairly late in the 
period. There can be no doubt of their effectiveness in ham¬ 
pering the settlement of international balances from 1929 onwards. 
Even before that year, it is probable that they made the situation 
of many countries more difficult both by their effect on the 


1 The well-known estimates compiled by Mr. Carl Snyder for the Federal Reserve 
Bank of New York indicate a rate of increase in world production of foodstuffs 
and raw materials of 3.1 to 3.2 per cent in the forty years 1873 to 1913. The 
lower figure given above is miinly the result of including a larger proportion of 
foodstuffs (especially certain grains) which are not included in Mr. Snyder’s 
calculations for the earlier decades before 1900. 

* Chapter X. 
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barter terms of trade and by dislocating established relationships. 
The agricultural countries of Europe in particular suffered from 
the constant raising of agricultural tariffs in important European 
industrial countries after 1925. But, as long as international 
lending continued on a large scale, the balancing of international 
accounts was facilitated, and it was not until such lending began ' 
to diminish that the full effect of tariff barriers was exerted. 

(ii) International Trade during the Depression. 

The argument of the preceding section may be summarised 
in the statement that world trade, after the wakjfailed to keep 
pace with world production, except when supported by excessive 
and indiscreet capital exports. Moreover, there was an unusual 
degree of change in the commodity composition, as well as the 
direction of world trade. In this, as in other respects, the 
apparent prosperity, especially of the years 1925 to 1929, was 
based upon a credit expansion which contained within itself 
the seeds of its own destruction. The rapid increase of world 
trade in this period was caused mainly by a recovery in European 
trade based upon loan and credit policies that covered up 
fundamental weaknesses in the economic structure. The burden 
of debt incurred, added to alreadx existing financial obligations, 
rapidly built up interest commitments, which were met by 
further borrowing. When this borrowing was no longer possible, 
the balances of trade were dislocated. Readjustment of these 
balances was hampered by inflexible price-structures and res¬ 
trictions on international trade. The inevitable result was a 
deflation of export prices which soon caused the real burden 
of debt obligations to exceed the increased productivity resulting 
from the loan expenditure, if, indeed, these interest burdens 
were not already excessive before the fall of prices set in. The 
purchase of imports on such a large scale and the payment of 
interest were possible only as long as new loans could be raised. 

The collapse of world trade after the credit expansion broke 
down is clear evidence that the fundamental causes of inter¬ 
national maladjustment had not been remedied in the period 
of apparent prosperity. Various aspects of the situation created 
when the boom ended in late 1929 have already been dealt 
with. Prices declined heavily, especially in the case of raw ' 
materials and generally of the export surpluses necessary to 
meet the balances of payments. As will be seen from the table 
below, the quantum of world trade was sustained fairly well 
during the early part of 1930. The plight of the debtor 
countries was such that, in many of them, an increased quan¬ 
tity of goods was released for international trade, but prices 


10 
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fell so heavily that the total value of world trade decreased 
by about 19 per cent in 1930. In the following year, added 
restrictive forces came into play, so that the quantum of trade 
diminished further by about 23 per cent and prices also declined 
so that the total value fell to still lower levels. 


World Trade and Production 1929 to 1931. 



Average 

1925-29 

1929 

1930 

1931 

Value of world trade. 

100 

104.5 

84.o 

(6())> 

Quantum of world trade .... 

100 

110 

101.5 

(74)* 

World production : 

Foodstuffs 2 . 

100 

103 

101 

99 

Raw materials 2 . 

100 

111 

101 

91 

Raw materials and foodstuffs 2 

100 

106 

101 

96 

Industrial production 3 . . . . 

100 

112 

97 

84 


The calculation of the quantum of world trade is a laborious 
process, not completed for 1931 at the moment of writing. Preli¬ 
minary rough estimates, however, give an index for the value 
of world trade in 1931 as 60, and a quantum index of 74. 

The magnitude of the fall in world trade which these figures 
represent is better appreciated if the actual values are shown, 
as in the following table : 


World Imports and Exports 1928-1931. 4 
$(000,000’s) 



Imports 

Exports 

Total Trade 

1928. 

. . . 30,420 

28,071 

58,491 

1929. 

. . . 31,198 

28,487 

59,685 

1930. 

. . . 25,370 

22,825 

48,195 

1931. 

. . . 18,258 

16,221 

34,479 


1 Preliminary estimates. 

2 League of Nations Index of World Production. 

3 Index of World Industrial Production (twelve industrial countries, excluding 
U.S.S.R.). 

4 The difference between the estimates of imports and exports is caused mainly 
by the fact that imports are calculated by most countries at landed value (c.i.f.) 
and exports at shipment value (f.o.b.). Estimates for forty-ilve principal countries, 
representing about 90 per cent of total value of world trade. 
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The very heavy fall in the value of world trade is seen even 
more clearly when monthly figures are taken extending into 
the early months of 1932. The trade of about forty-five 
countries, representing about 90 per cent of world trade, declined 
between the early months of 1929 and the corresponding 
months of 1932 in the following proportions: 1 

Imports Espmts Total Tiade 

1929 1932 1929 1932 1929 1932 


(Millions of dollars) 

January .... 2,740 1,101 2,415 957 5,155 2,058 

February. . . . 2,380 1,114 2,206 1,006 4,586 2,120 

March. 2,562 1,120 2,418 983 4,980 2,103 

April. 2,770 ... 2,390 ... 5,160 

Mav . 2,705 ... 2,327 ... 5,032 


Such figures as these show how alarming the shrinkage of 
international trade has now become. 

Moreover the decline is continuing, since the disequilibria 
between and within national price-systems have not yet been 
adjusted, but, on the contrary, continue to be aggravated. 
Superimposed upon these disequilibria is a tangle of restrictive 
commercial policies which is rapidly strangling what remains 
of world trade. A summary account of the multiplication of 
these restrictive measures is given later. 2 They have been 
treated in more detail, but still summarily, in successive commu¬ 
nications by the Secretariat to the Economic Committee of the 
League of Nations. 3 Not only the well-known and more or 
less accepted measures of tariff protection, but financial restrictions 
such as those aiming at the control of foreign exchange ; monetary 
events, including the abandonment of the gold standard ; and 
extraordinary commercial arrangements such as contingent and 
licence systems and monopolies have been supplemented by 
specific agreements for the bartering of goods and of clearing 
arrangements designed to equalise imports and exports between 
pairs of countries. In Europe, particularly since the aggravation 
of the financial crisis in the second half of 1931, the multiplication 
of these various restrictions has placed foreign trade in a strait- 
jacket which is constantly being laced more tightly. A mere 


1 Estimates for forty-live countries. Later figures arc given in Chapter XI. 

a See Chapter X. 

3 “ Survey of the Principal Measures adopted in regard to International Exchanges 
since July 1931 ”, Januarv 8th, 1932, document E.757, and supplements 
E.757 (a) (January 12th), E.757 (b) (February 1st), E.757 (c) (April 5th), and 
E.757 (d) (May 25tli). 







— 156 — 


recapitulation of the list of measures taken, without any details 
of their application, would occupy many pages and the only 
summary that is worth making at this point is that, if the present 
progress is maintained, there will very soon be no uncontrolled 
and unregulated trade at all and little that is controlled and 
regulated. The various European countries have almost achieved 
this result already and the consequences are very plain in the 
disorganisation of industry and an ever-growing volume of 
unemployment. 

It is not difficult to follow the sequence of the decline in world 
trade in the early stages of the depression. In 1930, the heavy 
fall in the prices of raw materials struck the agricultural countries, 
particularly those outside Europe, with special severity. Certain 
of them were able to increase the quantum of their exports, 
but even so the fall in prices diminished the total value. Imports 
to certain European countries which were able to increase the 
quantum of their exports (Denmark, Lithuania, Russia, Yugo¬ 
slavia and the Irish Free State) were relatively well sustained 
and, since trade between the European countries themselves 
was not so badly affected in 1930, the total trade ol European 
countries did not diminish greatly till 1931. In the later stages 
of the depression, however, the reduced purchasing power of 
the agricultural countries in all parts of the world caused a fall 
in the exports of the industrial countries so that the decline in 
trade became general. 

From the second half of 1931 onwards, the sequence of events 
becomes so confused that it is not possible to state anything 
more than that there was a general decline proceeding at uneven 
pace and distorted by a variety of restrictive measures. The 
earlier tendency was for debtor countries to restrict their imports 
more heavily than their exports decreased in order to obtain 
a stronger active trade balance, and for creditor countries to 
find their exports decreasing faster than their imports. This 
tendency is now obscured by the cumulative effect of trade 
restrictions and currency disturbances, so that transfer diffi¬ 
culties tend to be aggravated in many cases. It is difficult to 
make comparisons, since the abandonment or restriction of the 
gold standard has led to fluctuating exchange rates, but the 
table below shows how unevenly the values of imports and exports 
have diminished in various countries. 



Percentage Decline in the Value oj Imports and Exports of Certain 
Countries from January 1930 to January 1932. 



Imports 

Export 

Spain .... 

. 62 

71 

Hungary . . . 

. 59 

70 

Yugoslavia . . 

. 59 

65 

United States 

. 58 

64 

Czechoslovakia 

. 48 

61 

Poland . . . 

. 63 

57 

Austria . . . 

. 36 

54 

Japan .... 

. 37 

58 

France . . . 

. 51 

51 

New Zealand 

. 49 

50 

Switzerland . 

. 21 

50 


Germany . . . 

Imports 

66 

Exports 

49 

Canada .... 

60 

48 

South Africa . 

48 

47 

United Kingdom 

39 

47 

Italv. 

51 

46 

Boumania . . 

61 

43 

Belgium . . . 

50 

40 

Sweden .... 

26 

33 

Argentine . . . 

53 

31 

Brazil .... 

45 

21 


There is one further aspect of the decline of world trade which 
may perhaps be illustrated, but cannot as yet be measured. The 
distortion of the normal trade relations is indicated by the 
figures showing the quantum of various classes of goods imported 
into, and exported from, the three countries for which statistics 
are available. 1 Not only have the total exports and imports of 
the three countries fallen unevenly, but there is a considerable 
difference in the classes of goods which show the greatest declines. 
It is evident that the depression has disorganised world markets 
to an extraordinary degree. 


1 The statistics for France, Germany and the United Kingdom which are 
comparable for the same country in diflerent years but not from one country to 
another are as follows : 



France 

Germans 

i United Kingdom 

i 

1929 

1930 

| 1931 

1929 

1930 ] 

1931 

1929 

1930 

| 1931 

Quantum of Imports 

Food. 

100 

105 

139 

100* 

91* 

77* 

100 

101 

110 

Raw materials .... 

100 

103 

91 

100 

91 

79 

100 

90 

84 

Manufactured goods . 

100 

125 

117 

too 

85 

; 67 

100 j 

100 

102 

Total. 

100 

108 

106 

100 

90 

76 

100 

98 

100 


Quantum of Kxports 


Food. 

100 

106 

80 

100* 

85* 

81* 

100 

94 

78 

Raw materials .... 

100 

93 

82 

100 

93 

72 

100 

84 

69 

Manufactured goods . 

100 

86 

73 

100 

96 

88 

100 

80 

59 

Total. 

100 

89 

70 

100 

95 

87 

100 

82 

62 


Excluding living animals. 
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The currency disturbances and trade restrictions which have 
complicated the course of trade since the latter part of 1931 may 
serve in some cases to improve or prejudice the relative trading 
position of individual countries, but their cumulative and 
combined effect has been greatly to diminish the total value of 
world trade. Even for those countries whose competitive position 
has been improved by a lowering of export relatively to import 
prices, there is little consolation in securing a somewhat larger 
share of a constantly diminishing total. 

For the world as a whole, the shrinkage of world trade clearly 
means impoverishment. It is already reflected in increased 
unemployment, lowered standards of living and disorganised 
industry’and commerce. If it should continue, the peoples of the 
world must forego the advantages of specialisation and exchange 
and suffer still further lowering of their standards of living. 

(Hi) The Distribution of World Trade. 

Detailed statistics of international trade can lie assembled 
only after a considerable lapse of time. The collection of infor¬ 
mation concerning the items of import and export and the 
distribution of trade between the various countries cannot be 
made as quickly as estimates of the total value of trade. Such 
detailed information for the great majority of countries in the 
world in the year 1931 will not become available at Geneva till 
towards the end of the current year, 1932. In the meantime, it is 
possible to make only general observations concerning the main 
trends in the direction of world trade during the depression. 

There are indications, however, that the depression has not 
only caused a startling diminution of world trade as a whole, 
but has also aggravated the pronounced tendency since 1923 for 
trade with and between the new developing countries to lag 
behind the average. 

Attention was drawn in the first chapter of this Survey to l he 
fact that, despite a virtual stoppage of oversea, migration 
population was increasing fastest in such areas as South America, 
the Pacific slopes of North America, Indonesia, Australia and 
New Zealand. In these areas, production, both of raw materials 
and of finished products, was also increasing rapidly, new shipping 
routes were being established and international trade was deve¬ 
loping so fast that, as late as 1927, it could be said, with 
reference to the statistics of the previous year, that “ trade was 
passing from the Atlantic to the Pacific Such a trend was in 
harmony, not only with the increasing population, but also with 
the rapid industrial development both of North America and of 
such countries as India, China and Japan. 
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In the years after 1925, however, the share of Europe and 
Africa in the world’s trade constantly increased, while the shares 
of Latin America, Asia, Australia and New Zealand fell off 
considerably, and that of North America less considerably but 
perceptibly. 

Percentage Distribution of the Value of World Trade bij Continental 


Continental Groups 

1925 

(j roups. 

Imports 

192X 

192*1 

1925 

Exports 

1928 

1959 

Europe, excluding 
IT. S. S. R. . . 

54. G 

54.9 

50.8 

44.3 

45.8 

50.3 

Europe, including 
U. S. S. R. . . 

55.9 

56.2 

58.7 

45.3 

47.0 

52.4 

North America . 

15.5 

15.5 

14.5 

19.8 

19.9 

17.8 

Latin America . 

7.5 

7.2 

6.6 

9.2 

9.7 

7.9 

Africa. 

4.1 

4.0 

5.1 

4.3 

4.7 

4.7 

Asia. 

14.0 

13. <S 

12.8 

18.1 

15.7 

14.3 

Oceania .... 

3.0 

2.7 

2.3 

3.3 

3.0 

2.9 


The steadily increasing share of Africa in world trade is due 
primarily to the rapid economic development of European — 
and particularly the French — colonies, mainly in Northern and 
Central Africa, 1 for which there has been no lack of capital 
throughout the whole period and which may almost be regarded 
as the counterpart of the industrial development of the parent 
countries. 

The growth of European trade since 1925 was, in part, caused 
by a recovery of industrial and agricultural production after the 
war destruction and disorganisation. In so far as it reflected a 
vigorous restoration of economic life, it was a healthy development 
creating a larger total of world trade by which the share of non- 
European countries tended to be reduced in relative but not 
absolute amount. 

The emergence once again of Russia as a trading country, 
while subject to somewhat special qualifications, should be 
included as part of the general recovery of European trade. * 
In the years 1928 to 1930, Russian exports of grain, timber, 
mineral oils and similar raw materials again appeared on world 
markets, not, indeed, in quantities greater than in pre-war times, 
but after the world had become used to the disappearance of 
such competition, and accompanied by unusual trading arrange¬ 
ments. Under the Soviet system of planned economy, foreign 
trade is a State monopoly and its conduct is subordinated to the 

1 Sec su TCssive issues of the Hvmeiv of Wo/ Id Tnuic , especially that for 1921 ), 
page 20 
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general line of economic policy, the main aim of which is rapid 
industrial development. In order to secure the capital equipment 
necessary for such rapid industrial progress as was called for by 
the Five-Year Plan, it was necessary to secure foreign exchange 
by mobilising for export all the resources that could possibly be 
assembled. Not only Soviet, but foreign statisticians also, 
regard this necessity as a passing phase in the economic deve¬ 
lopment of the new Russia, 1 but il so happened that the re¬ 
appearance of substantial Russian exports of raw materials 
coincided with increasing difficulties on the part of rival producers 
of those commodities in other countries. 

The main reasons for those difficulties have already been 
outlined. The restoration of European production, in itself a 
very desirable and healthy development, was accompanied, in its 
later stages, by a remarkable volume of borrowing made possible 
by credit expansion. The boom thus created masked the necessity 
for fundamental political and economic measures of readjustment 
to the changed post-war situation of world trade and production. 

In the crisis and depression which followed this credit expan¬ 
sion and diversion of capital resources, the raw-material producing 
countries of the world suffered heavily, first because the prices 
of raw materials fell earlier and further than those of finished 
goods, 2 and then because there was a progressive closing of 
markets and strangulation of world trade. Not the least unfortu¬ 
nate result of the depression, therefore, has been its effect upon 
those countries which were the growing points of world trade. 
Those countries with rich natural resources, agricultural and 
mineral, under-equipped and not fully organised, many of them 
as yet lightly populated, which were growing fastest in wealth 
and therefore offering the most promising markets for trade 
expansion, were the first to be crippled when there was a block 
in the circulation, first of investment capital and then of inter¬ 
national trade. The restoration of that circulation is necessary 
before the economic organism can again function and grow in a 
healthy manner. 

(iv) The Terms of Trade. 

There are two elements in the very heavy fall in the value of 
world trade. Prices have fallen and the quantum of goods ex¬ 
changed has also been reduced. In the world as a whole, the 
quantum of world trade fell by something over 8 per cent in 1930, 
but, in 1931, the fall from the levels of 1929 exceeded 25 per cent. 

J See, e.g “ Russia as a Producer and Exporter of Wheat ", 4 ‘ Wheat Studies ", 
Vol. VIII, No. 7, Stanford University, 1932. 

8 See Chapter IV. 



— 161 


The fall in the actual quantities of goods exchanged was 
unevenly distributed among the various countries and, since 
export and import prices have diverged so widely during the 
depression, it is not statistically accurate to compute quantum 
indices on the basis of any world price-index. The s tatistics .of 
the individual countries need separate consideration, hut itJs 
broadly true that hi the agricultural countries exports are, rela¬ 
tively well sustaine<Tbut aTTowjprfcJs,' while imports have fallen 
heavily in quantity and less in price. The contrary is true of 
industrial countries. 

More detailed examination of these facts for particular 
countries is contained in the annual reviews of world trade 
published by the League of Nations. The latest review 1 contains 
diagrams which show clearly that the terms of trade^ as measured 
by the relation-of exporL .prices to import pxices. have, become, 
much less favourable to. the agricultural countries ^iuco 1928. 
FurtTfer“attention will be given to this aspect of the depression 
in the following chapter of this Survey. At this point, it is 
necessary only to state the facts the significance of which will 
be further examined later. The diagrams reproduced in Chapter 
VI may conveniently be supplemented by that on the following 
page, showing export prices as a percentage of import prices, 
quarter by quarter in three groups of countries. 2 

1 Cf. Review of Wot Id Tiade, 1930 (Series of League of Nations Publications 
1931. II.A.28.1), page 52. 

2 See Memonmdum on International Tiade and Balances of Payments , 1927 
to 1929 . Vol. I. Summary Table III, pages 91 to 109, for a detailed description 
of the price-index numbers used. In the list of sources given below, those index 
numbers which are calculated by means of weights changed annually in accordance 
with the commodity composition of the trade are distinguished by the letter A. 
Those in which a constant system of weighting is used are lettered B. The former 
are much less sensitive, since, in addition to price fluctuations, they reflect the 
adjustment of commodity trade to changing prices. 

Sources : 

I. France : Bulletin de 'la Statistique Gfincialc de la France (trimestriel). A. 

Germany : Monatliche Nacluveise dcr Ausiv&rtiqen Handel Deutschlands. A. 

United States of America : Trade Information Bulletin , No. 791. A. 

United Kingdom : Board of Trade Journal. A. 

II. Denmark : Statistiske Efterretinger. A. 

Finland : Monthly Bulletin , Bank of Finland. A. Indices ol the Board 
of Customs. 

Italy : Bulletini dei Prczzi, Indices of the Confederazione Generate Fucista 
dellTndustria. A. 

Sweden : Index , Svenska Han dels bankens Indices. B. 

Yugoslavia : Bulletin of the National Bank. A. 

III. Argentine : El Comemo Exterio . Argentina. A. 

China: Shanghai Market Prices Report , Shanghai. Indices, National Tariff 
Commission. B. 

Dutch East Indies : Prijzen en Indexcijfers m Nederlandsch Indie. B. 

New Zealand: Monthly Abstracts of Statistics. 

Index of Imports. B. 

Index of Exports. A. 

South Africa : Monthly Bulletin of Union Statistics. A. 

Official Yeat-Book. 
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Index Numbers of Export Piices ei pressed us a Peicentage of 

Impoit Paces. 

(Base : 1928 = 100) 
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When the diagram rises, it indicates that export prices have 
increased relatively to import prices; when it falls, it indicates 
that export prices have fallen relatively to import prices. 

The first group consists of countries whose exports are mainly 
manufactured goods, the second of European countries whose 
main exports are either animal products produced by methods 
which resemble manufacturing in their dependence upon agri¬ 
cultural raw materials (e.g., Denmark) or whose exports consist 
of products (such as timber and wood-pulp) the prices of which 
were strongly controlled in 1930. The third group comprises 
some typical raw-material producing countries. 

The terms of trade of the manufacturing countries became 
more favourable with falling prices, while those ot the third 
group were adversely aflected. For a time, the second group 
drew’ an advantage from the relatively greater fall in the prices 
of their imported cereal raw materials than in the prices of their 
finished products or from their sustained export prices. The 
position that arose is w r ell illustrated by the following calcula¬ 
tion made by the Danish Statistical Ollice. 





Price oi buttci 

Price ot bacon 




when the puce 

when the price 




of ('ll 1 .lkc 100 

of maize - 100 

1928. 



1,370 

772 

1929. 



1,430 

956 

1930. 



1,509 

1,119 

1931. 



1,028 

1,001 

1931 : 

1st 

quarter 

1,066 

1,040 


2nd 

quarter 

1,488 

1,046 


3rd 

quarter 

1,744 

1,162 


4th 

quarter 

1,624 

792 


Souite Sfulishske l.flcrictniiujei , Jamiaix Oth, 1 ( *$2 

There was a marked tendency in 1931 for the ratio of import 
to export prices to become stabilised in the raw T -material pro- * 
during countries. It is as yet too soon to discover whether 
this apparently hopeful tendency reflects a real and permanent 
improvement in the situation. In certain of these countries, 
determined efforts at cost reduction have been made and, in so 
tar as these efforts are successful, they enable the countries 
concerned to adjust themselves to their less advantageous terms 
of trade. 

The abandonment of the gold standard by the United King¬ 
dom brought some measure of relief to many of these countries 
by reducing the burden of their external payments in so far as 
these wrere in terms of sterling. There was some recovery of 
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export prices immediately in terms of sterling, but the aggravated 
fall of gold prices which ensued checked this upward price 
movement so that their trading terms remain difficult. 

There is a tendency for stocks to pile up 1 and the progressive 
restrictions which have been placed upon imports into European 
countries since .July 1931 have further narrowed world markets, 
so that the terms of trade are apparently turning against the 
raw-material producing countries still more. A readjustment of 
their trading situation must be an essential preliminary step 
to the restoration of world trade and production, but no such 
improvement can take place while trade is so hampered and 
restricted in their import markets. 


( v ) The Effect of Capital Movements on World Trade. 

In the following chapter, attention is drawn to the abnormal 
difficulties that have arisen during the depression period in 
balancing international accounts. Erratic movements of capital 
have been largely responsible for these dilliculties and there is 
an intricate connection between interest rates, capital movements, 
relative price changes and commodity trade. The action and 
reaction between these various phenomena has been further 
complicated by political, economic and financial insecurity and 
failure of confidence. Moreover, the movements, particularly of 
short-term capital, which in the boom period proved to be the 
active disturbing factor, were unco-ordinated. Borrowing was 
in many cases rendered too easy because of the possibility of 
raising loans from independent sources, so that weak debtors 
were able often to secure a series of loans from different creditors. 
Unwieldy financial institutions, surrounded by a complexity 
of subsidiary and auxiliary institutions, the intricate relations 
of which were all but impossible to comprehend and control, 
built up a labyrinth of expanded credit. International credit 
operations were extended and multiplied before the organisation 
and controls, which the narrower experience of national economic 
life had shown to be necessary, had been adapted to the inter¬ 
national sphere. 2 

It has already been argued that the restriction of international 
lending in 1928-29, following a period of free borrowing, and 
increasing interest burdens was one of the major causes of falling 


1 Cf. London and Cambridge Economic Service, Special Memorandum, No. 32. 

2 Cf. O. M. W. Sprague : “ Statistical Data on Foreign or Short-Term Funds : 
Their Collection and Use. ” Meeting of Representatives of Central Banks parti¬ 
cipating in the Bank for International Settlements, Basle, May 10th, 1932 : 
Papers Submitted. 
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commodity prices. 1 In the next chapter an attempt will be 
made to trace some of the effects of this reversal of capital 
movements upon the balances of international payment, the 
course of prices, and interest rates. At this point, attention is 
directed to the simple fact that the stoppage of capital exports 
to the d e btor countries was a powerful factor in creating the 
situation which has resulted in the drastic diminution of inter¬ 
national trade that the world has experienced in the depression. 

"When the great creditor countries reduce their exports of 
capital, the very fact of reduction creates a situation in which 
all their debtors must meet their obligations either in goods 
or in gold, instead of by fresh borrowing. A strain is immediately 
placed upon the credit systems of the debtor countries. A defla¬ 
tion of prices is imposed upon them, the terms of trade become 
less advantageous, imports are restricted by lower purchasing 
power and exports are stimulated. If the financial situation 
becomes acute, these economic reactions may be supplemented 
by Government intervention — for example, by restrictions on 
imports or by domestic retrenchment. The net effect of the 
curtailment of capital imports is therefore a strong pressure to 
provide an active export balance in commodity trade. The 
strain on the credit structure is such that gold tends to be 
exported also, and, if the pressure continues, there may be an 
actual export of capital by sales of securities and similar means. 

All of these phenomena were in evidence in many debtor 
countries in 1929, but the collapse of the American Stock Exchange 
boom in October of that year made credit conditions easier, 
particularly in the London money market, for a few 7 months 
in early 1930. As prices continued to fall, however, the risks 
of lending became greater. New issues of foreign loans in the 
chief capital markets fell to such low levels that there was on 
balance a considerable net export of capital from debtor to 
creditor countries in 1931. The United Kingdom, for example, 
had a very substantial net inflow of capital in 1931, while France 
increased her net imports very substantially and the net exports 
from the United States of America w 7 ere probably very small. 

Before this extraordinary situation had fully developed, 
however, a further check was imposed upon the capacity of the 
debtor countries to pay their external obligations. The increased 
export surpluses which they placed upon world markets caused 
concern in the importing creditor countries, which thereupon , 
imposed higher tariffs and supplemented them by additional 
restrictions on imports. Most of the creditor countries found 


Sec Chapter 1, section ( vui ). 
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their commodity trade balance becoming substantially more 
passive or less active. By the beginning of 1932, however, the 
creditor countries had become unanimous in refusing to receive 
payment from their debtors in the only form by which it was 
possible for the debtors to pay. 

There ensued in consequence an enormous shrinkage in world 
trade, and the logical consequence of this shrinkage has been 
a series of moratoria, suspensions of payment, and standstill 
agreements, as a result of which the credit of many debtor 
countries has been gravely impaired. 

The extent to which this process has gone may be judged 
from the diagrams which show the percentage yields upon the 
price of gilt-edged securities in various countries during the 
depression period. Increasing yield reflects the lower price of 
these fixed interest bonds and therefore measures the market 
estimation of the risks of loss. For a large group of debtor 
countries, the divorce of sterling from gold has alleviated their 
burden of external debt to the extent to which the debt was 
reckoned in sterling or in the currency of other countries which 
abandoned the gold standard. This relief has, however, been 
far from universal, and, since the export markets continue to 
narrow, there are many countries which, in the spring of 1932, 
in spite of moratoria and exchange controls, face the alternative 
of further reducing imports (and lowering domestic prices) or 
of currency depreciation. As early as January 1932, ominous 
defaults occurred upon what were even a few months bet ore 
regarded as sound external loans. 1 It is plainly evident that 
k total value of international trade less than one-half of what 
frt was in 1929 (and still shrinking fast) is quite incompatible 
with the payment of international financial obligations on the 
‘scale that exists at present. National and individual bankruptcies 
and repudiations of debt on a vaster scale than the world has 
ever seen are imminent unless international trade can once more 
be restored to something approaching its former freedom. 


1 For a list of loans in default up to January 1932, see Foreign Policy Iiepoits , 
January 6th, 1932, “ Recent Defaults of Government's Loans ” published by the 
Foreign Policy Association, New York ; or Economist , January 23rd, 1932. 



Chapter VI. 

THE BALANCING OF ACCOUNTS. 


(/) Tiih Maintenance of Financial Equilibrium. 

No aspect of economic discussion at the present time illustrates 
so well the disorganisation and confusion of economic policy 
and thought as the extraordinary degree of concern shown in 
almost every country in regard to the “ balance of trade ”. 
In order to find a parallel for this universal pre-occupation, it 
would be necessary to go back at least to the great eighteenth 
century controversies between the mercantilists and their 
opponents. Unfortunately, however, there is, behind this revival 
of an ancient discussion with all its attendant misconceptions 
and misapprehensions, the ugly fact that the breakdown of 
commercial, monetary and financial organisation in recent years 
has been complete enough to make national economic stability 
a matter of deep concern to those responsible for the conduct 
of policy in almost every country. The fact that the elaborate 
and effective mechanism of international trade and finance 
should have broken down to so serious an extent that its erratic 
working has come to be regarded as a menace to national economic 
welfare is a measure of the destruction wrought by war and its 
consequences. 

The balancing of international accounts in modern times is a 
complicated process. The classical economic maxim that exports 
pay for imports is almost as remote in its simplicity from the 
actual complexity of the financial operations involved as the 
earlier teaching of the mercantilists that “ We must ever 
observe this rule : to sell more to strangers yearly than we 
consume of theirs in value M . 1 There is an important element 
of truth in the maxim that imports pay for exports, but it needs to 
be interpreted so liberally in its application to modern problems ' 
that it ceases to have any very precise meaning. 

It is easy enough to gain recognition for the so-called 
“ invisible ” items which must be reckoned with in any endeavour 


1 Thomas Mun : England’s Treasure by Forraign Trade , 1664. 
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to strike a balance of payments in the international trade of any 
country. A glance at the estimates now published annually for 
an increasing number of countries will show how many and 
varied these invisible items are. 1 Statistics of commodities 
imported and exported are merely the beginning of the 
calculation. Shipping and commercial services, insurance, 
financial and other commissions, tourist expenditure, emigrants* 
remittances, the upkeep of governmental and commercial 
establishments in foreign countries, and a great number of other 
invisible items bear witness to the penetration of international 
elements into every national economic structure. China con¬ 
stantly imports much more than she exports, mainly because of 
a steady stream of remittances from her numerous and loyal 
citizens abroad ; the United States collects cinema royalties from 
the whole world; Canada draws substantial revenues from 
royalties on hydro-electric energy generated in the Dominion 
but used across the border ; the tourist traffic is an important 
factor in the economic life, not only of European countries, but 
also of such countries as Japan ; the London Money Market, 
acting as banker for a large proportion of the world’s trade, 
contributes substantial commissions towards the balancing of 
the British accounts. 

In addition to such invisible items of import and export, 
there are the international movements of capital in all their 
variety and complexity. The difference has already been pointed 
out between the pre-war and the post-war organisation of the 
international capital market. 2 Long-term investments of savings 
gathered up in one country for the promotion of industrial enter¬ 
prise in another lead ultimately to alterations in commodity trade. 
The capital is exported either directly in the form of capital goods, 
such as railroad materials, machinery and the like, or indirectly 
in the form of other commodities which, by a roundabout process, 
offset the capital expenditure that is the object of the loan. In 
the long run, this expenditure, if wisely made, increases the 
production of the borrowing country, and the capital comes home 
again with added interest in the form of increased commodity 
imports. 

But this is merely the simplest form of international capital 
transaction, and the growing interdependence of the money- 
markets of the world has in recent years made possible on a vast 
, scale movements of short-term capital such as in pre-war times 
were limited to temporary and infrequent occasions. It is one 
of the merits of the flexible modern structure of international 

1 See successive issues of the League of Nations Memorandum on International 
Trade and Balances of Payments , Volume II. 

* See pages 37-45. 
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finance that temporary “ gaps in the balance of payments ” may 
be met by credit arrangements which avoid the necessity either of 
altering the ratio of commodity trade or of utilising gold for 
payments. Tb£ oLshort-tgrm capital transferences for this 
purpose gives great elasticity to the financial" structure. 

That elasticity^hjv^e^J^^me a source of weakness when, 
because of conditions of political and economic insecurity in the 
years following The” war, an enormous volume of short-term 
capital was accumulated In the principal money-markets, between 
which it could be, and was, transferred rapidly in large amounts 
either in the expectation of temporary profit or because of fears of 
currency instability. 1 The endeavour to find ways by which 
this short-term money could be invested on long-term became a 
major pre-occupation of the central bankers of the world. 2 

Into the balancing of international accounts, however, there 
enter other and more difficult factors than those which can be 
listed in an estimated balance of payments. The process of 
balancing consists, not of a calculation made at stated periods, 
but of an infinite series of day-to-day transactions into which 
enter, not only the quantities of commodities exchanged and the 
number of services rendered, but their prices ; and not only the 
amounts of capital transferred, whether on long- or on short-term, 
but the rates of interest charged. The calculation made at the 
end of the year starts with an estimate of the total value of imports 
and exports, but, of the components which enter into those totals, 
prices are as i mpo rtant as quantities. The calculation proceeds 
with estimates oF the movement of capital items and interest 
payments, but it is obvious that the price at which new capital 
has been borrowed or lent is an extremely important matter also. 

There is some danger, indeed, that the static form in which the 
annual estimates of balances of payments are presented may 
obscure the essential dynamic elements of the process. In parti¬ 
cular, there is a real risk of the conclusion being drawn that 
“ gaps in the balance of payments ” may be closed only by 
altering the ratio of commodity imports and exports, or — a much 
worse because a more enticing risk — by movements of capital. 
Such concentration upon the quantities of goods exchanged 
or amounts of capital transferred, has, in fact, only too often led 
to ignoring the fact that the levels of prices and rates of interest 4 
within a country are just as important factors in the balancing of 
international accounts as commodity trade and capital movements. 

The disastrous consequences that have flowed in practice from 
such undue and unreal simplification, not only in popular, but 

1 Report of the Gold Delegation of the Financial Committee , 1932, paragraphs 
47 and 48 

a Second Animal Report of the Bank of International Settlements , Basle, 1932. 


11 
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in much expert discussion, of the problems of international trade 
and finance are too clearly visible at the present time to need any 
great emphasis. The financial structure of the world is shaken 
largely because of the attempt made to bridge “ gaps in the 
balance of payments ” — which in many cases were in fact 
unbridgeable — by the extension of fresh loans instead of by 
revision of the national price-levels and the provision of freer 
outlets for commodity trade. In that attempt, surprisingly little 
attention has been paid to the fact that the rates of interest at 
which much of the new indebtedness was incurred were so high 
that they ought reasonably to have been interpreted rather as 
danger signals than as indications of probable profit. Instead of 
measures being taken to reduce international financial obliga¬ 
tions within practical limits, and then to find permanent methods 
of readjustment to the new equilibrium demanded, such painful 
necessities. were evaded by the facile but superficial and 
temporary solution of credit expansion which for a time masked 
the disequilibria, but in the long run made them greater. 

The balancing of international accounts, it must be repeated, is 
a continuous process into which enter, not only imports and exports 
visible and invisible, and capital movements both for long- and for 
short-term investment, but also interest rates and price changes. 
In the flexible pre-war organisation, all these elements were kept 
in equilibrium by the manner in which the gold standard was 
operated. If anything more than temporary disequilibrium 
developed in the financial relations of any one country with the 
rest of the world, an outflow of gold brought about a restriction of 
credit, and therefore rising interest rates, which attracted capital 
or checked its exportation, and falling prices which encouraged 
exports and checked imports till equilibrium was restored again. 
Such a corrective sequence of events was, however, dependent 
both upon a certain flexibility in the national price-structures and 
upon a smooth and efficient working of the standard. In the 
post-war world, neither of these conditions has been present, 
while, on the other hand, the balance of international obligations, 
as was pointed out in an earlier chapter, 1 demanded radical 
changes either in the balances of commodity trade, in relative 
price-levels and standards of living, or in both. There was reluc¬ 
tance to face the necessary changes either in the balance of trade 
or in the price-levels, but, on the other hand, there was rigid 
insistence on the financial obligations which made such changes 
necessary. For some years, the dilemma was evaded by a credit 
expansion which made possible international lending on a scale 
sufficient to balance the accounts for a time, but the piling up 


1 Chapter I, section (pin) 



— 171 


of these new obligations constantly aggravated the lack of real 
balance and, when the credit expansion came to an end in 1929,^ 
the “ gap in the balance of payments ” yawned wider than ever.’ 
As the subsequent sections of this chapter will show, the shrinkage 
of world trade, the confusion into which the price-structure has 
fallen, and the failure of confidence, which has put an almost 
complete stop to international lending, have in all probability now 
made the gap unbridgeable, unless there is a substantial scaling 
down of obligations. 


(fz) The Balance of Commodity Trade. 

In the course of the depression since 1929, there have been 
very considerable alterations in the balances of commodity 
imports and exports of most countries. Attention has been drawn 
in a previous publication to the earlier manifestations of these 
changes. 1 It was there shown that from the second half of 1928 
there was a noticeable tendency for the debtor countries to 
increase the active balance of their commodity trade, and for 
creditor countries to find their passive balance increasing. This 
was a thoroughly normal result of the shrinkage in capital exports, 
and of the changes in the barter terms of trade which accompanied 
it. There were many complicating factors, such as harvest varia¬ 
tions ; the lag, considerable in some cases, between changes in 
export values and in the imports ordered upon the basis of 
returns from previous exports ; and, most important of all, 
divergent movements of import and export prices. Many of the 
agricultural countries in the southern hemisphere from time to 
time find themselves laced with heavy imports at high prices 
after the preceding high prices and increased quantums of their 
exports have been succeeded by lower values. In such cases, 
adjustment of the balance of commodity trade can be effected 
only with some difficulty and after a considerable lapse of time. 

In the present depression, prices, particularly of the commo¬ 
dities which form the bulk of the exports from such agricultural 
debtor communities, have fallen so fast and so far that it has 
proved impossible for them in most cases to restrict their imports 
and expand their exports sufficiently quickly to restore the 
balance of trade. There arose in 1931, therefore, “ a question 
whether it is possible lor the debtor countries exporting food and 
raw materials to adjust their trade balance at a time when the 
prices of their main products are falling rapidly in relation to 
those of the goods forming the bulk of their imports, and when, 


1 The Coarse and Phases of the World Economic Depression , pages 211 to 214. 
Cf. also the annual volumes on Balances of Payments. 
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simultaneously, the state of the capital market leads to a cur¬ 
tailment of their foreign borrowing or even to an outflow of capital 
# to creditor countries ”. 1 

When these lines were written in the autumn of 1931, it had 
already become clear that insufficient adjustment had, in fact, 
been made and that this “ entailed or foreboded a suspension of 
the payments due on account of foreign debts ”, thus precipi¬ 
tating an international financial crisis. 

The main outlines of that financial crisis have already been 
traced. 2 The progressive deterioration of international trade 
during the winter and spring of 1931-32 rendered still more 
difficult the provision of external debt payments by means of 
active export balances of commodity trade. The movements of 
these balances in two representative groups of countries, creditors 
and debtors, is shown in the table below. 


Net Balance of Commodity Trade . 

(+ Excess of exports over imports; — excess of imports over 

exports.) 



1929 

1930 

1931 

1931 



Jan.- 




Jan.- 

July- 

Jan.- 

Jan.- 


June 





Dec. 

Feb. 

Feb. 

Debtors : 




$ (000,000’s) 




Argentine . 

+112 

— 26 

+ 31 

+ 71 

+ 28 

+ 47 

+ 4 

+ 21 

Australia. . 

+ 16 

—122 

- 41 

+ 23 

+ 94 

+ 53 

+ 21 

+ 28 

Austria . . 

— 72 

— 79 

— 66 

— 87 

— 61 

— 59 

— 21 

— 19 

Germany 3 . 

—154 

— 19 

+ 32 

+191 

+170 

+414 

+ 29 

+ 41 

India . . . 

+ 131 

+ 132 

+ 116 

+ 99 

+ 35 

+ 61 

+ 14 

+ 13 

New Zealand 

+ 66 

— 39 

+ 33 

— 26 

+ 42 

— 1 

+ 7 

+ 11 

Creditors: 
Belgium . . 

— 35 

— 55 

— 85 

— 17 

— 22 

— 3 

— 9 

— 7 

France. . . 

—236 

— 97 

—164 

—209 

—274 

—190 

—100 

— 46 

Netherlands 

—143 

—163 

—158 

—123 

—126 

—109 

— 41 

— 38 

Switzerland 4 
United 

— 56 

— 73 

— 73 

—103 

— 76 

— 98 

— 24 

- 32 

Kingdom. 

United 

States . . 

—903 

-965 

—909 

—974 

-892 

-935 

—282 

—209 

+347 

+471 

+223 

+439 

+190 

+ 93 

+107 

+ 37 


1 The Course and Phases of the World Economic Depression , pages 211 to 
214. Cf. also the annual volumes on Balances of Payments. 

3 See Chapter II. 

3 Excluding Reparations in kind. 

4 Including bullion. 
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The movements disclosed in this table are very illuminating. 

It is clear that the debtor countries, despite falling prices for their 
exports, managed in the years 1930 and 1931 to augment their 
active balances very remarkably. This was done mainly by 
drastic restrictions on imports. Australia, for example, converted 
a passive balance of $44 million in 1929 to an active balance of 
$152 million in 1931 ; Germany, in the same years, increased 
her active balance from $12 million to $694 million. These 
movements are all the more remarkable, since the year 1929 saw 
a very great change in the same direction. It is evident, however, 
that some of the debtor countries found difficulty in achieving 
this result. In New Zealand, the active balance decreased in 
1930, while India’s active balance was very much lower in 1931. 

All the creditor countries shown in the table, with the excep¬ 
tion of the Netherlands, found their passive balances increasing 
up to the end of 1931, though the increase was slight in the case 
of the United Kingdom. The position of the United States is 
most striking, since it was the only great creditor country which 
at the same time had a large active balance of commodity trade. 

In the depression, this active balance has fallen very heavily, 
from $818 million in 1929 to $283 million in 1931, and is still 
falling in the early months of 1932. 

The comparisoa shown in the last two columns of the table 
indicates that the increase of active balances from the debtor 
countries continued in the early months of 1932, but that the 
further restrictions on imports imposed by many of the European / 
creditor countries were reducing their passive balances. This 
development is marked, for example, in the case of France. The 
British passive balance also declined heavily. Further pressure 
is therefore imposed upon the active export balance of commodity 
trade in the United States. 

These figures offer convincing reasons why, in despite of 
moratoria and standstill agreements, many debtor countries 
stand in the early summer of 1932 on the verge of further financial 
difficulties. There have been defaults even on loans, such as 
those contracted under League auspices, which were deemed to 
be as secure and sound as financial skill and experience could 
guarantee. If the deterioration of trade should continue, there t 
would seem little possibility of avoiding wholesale default on a 
scale which will make reconstruction in the future exceedingly 
difficult. 

On the other hand, in many European debtor countries, 
currency stability, with all its implications, is maintained, some¬ 
times nominally, only by the most drastic controls of international 
trade and financial transactions. These have the effect of still 
further restricting trade and thus widen the gaps in the balance 
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of payments. They cannot be regarded as permanent solutions 
of the problem. 1 


(iii) The Circulation of Capital. 

The part played by capital movements in precipitating the 
fall in prices and the ensuing depression has already been dis¬ 
cussed. 2 The very irregular and confused movements both of 
long- and of short-term capital in the years 1930 and 1931 are 
treated in another publication of the Economic Intelligence 
Service, where estimates of the balance of payment are given in 
as great detail as is available, and as far as possible by a uniform 
method, for thirty-two different countries. 3 * * * * 8 The majority of 
these estimates are official, but, in the case of certain countries, 
private compilations are employed. Together, they provide a 
mass of valuable information concerning the main items that 
enter into the balances of payment. From them it is possible to 
gain a fairly clear indication of the movement of tourist expen¬ 
diture, shipping receipts, emigrants’ remittances and a great 
number of similar invisible items of import and export. A complete 
survey of this material would be equivalent to a discussion of 
the international financial position of each country for which 
information is given. 

Attention may be drawn, however, to the very marked 
V shrinkage of invisible imports and exports, which must be reckoned 
with, as well as the shrinkage of international trade discussed in 
the previous chapter. A few illustrative examples may serve to 
show the magnitude of this decrease. These examples refer to the 
year 1930, and there is unfortunately every reason to believe that 
they would be more striking in 1931. The United Kingdom in 
1930 was faced with a fall in her net shipping income from £130 
million to £105 million ; the estimated net income from overseas 
investments fell from £250 million to £220 million and the 
estimated net receipts from short interest and commissions from 


1 Cf. “ The Application of Foreign Exchange Restrictions and their Effect 
on General Economic Conditions ”, by Dr. Victor Kicnbock, in Papers Submitted 
to the Meeting of Beprcsentatwes of Central Banks participating in the Bank for 

International Settlements , May 10th, 1932, especially the final conclusion : “ Foreign 
exchange control, as we now know it, is powerless to bring about a permanent 

economic recovery. It is a conglomeration of police measures which are held 
to be necessary at a time when the flight of capital and credit withdrawals are the 

order of the day. As confidence returns, these measures will gradually become 

superfluous. But a return of confidence, which must be observed internationally, 

can only come about if the great problems are solved and not evaded 

* See Chapter I, section (viii). 

8 Balances of Payment , 1930 (including “ An Analysis of Capital Movements 
in 1931 ”). 



— 175 — 


£65 million to £55 million. In the same year, immigrants’ 
remittances from the United States fell from $247 million to 
$199 million and tourist expenditures overseas from $534 million 
to $489 million. The very much heavier decreases in these and 
similar items in 1931 must be borne in mind in any consideration 
of the balance of payments. The provisional British figures for 
1931 are net national shipping income, £80 million ; net income 
from overseas investments, £165 million ; net receipts from 
short interest and commissions, £30 million. 

The most important items in the balance of payments outside 
the totals of commodity trade are, however, those of capital 
movements. Their importance lies, not only in their magnitude, 
but also in the influence which they exert upon credit and prices. 
In the publication to which reference has already been made, 
there is a fuller discussion of the statistics of capital movement in 
1930 and 1931 than is possible here; but it is necessary at this 
point to summarise briefly the outstanding facts. 

Concerning long-term investments in this period, fullest infor¬ 
mation is available for new issues of capital on the principal 
money markets of the world. There has been a striking diminu¬ 
tion of such issues on foreign account since the year 1928. 
Information is available for four of the main creditor countries — 
the United States of America, the United Kingdom, Holland and 
Switzerland — which may be summarised in the following table : 

rJI 

New Capital Issues on Foreign Account in the United States of 
America , the United Kingdom , Holland and Switzerland . 

S (000,000\) 

1927 2,419 

1928 2,143 

1929 1,284 

1930 1,706 

1931 512 

The foreign issues in France, which are not strictly comparable 
with the others, were estimated at $23 million in 1928, $43 
million in 1929 and $55 million in 1930, 1 amounts which, while 
increasing, do not compensate for the striking reduction in overseas 
investment on the part o{ the other creditor countries. 

Moreover, the tabular statement above does not reveal all the 
facts, since there have been, marked changes both in the propor¬ 
ti ons of d ifferent types of loans and in the shares of the total taken 
by different countries. • The First change may be illustrated from 
the statistics of lending for foreign account in the United States : 


1 Not including issues for the account of French overseas territories. 
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Bonds and Notes : 

(a) Government and 

1927 

1928 1929 

$ (000,000’s) 

1930 

1931 

municipal loans 
fb) Industrial bonds 

827 

586 

121 

548 

41 

and notes . . 

Shares : 

699 

625 

473 

419 

213 

(a) Preference shares 

17 

40 

114 

13 

-- 

(b) Ordinary shares . 

18 

69 

51 

29 

— 

Totals .... 

1,561 

1,320 

759 

1,009 

254 


The change in geographical distribution may be illustrated by 
the following table : 


Issues 

for 

foreign 

account 

in 

$ (000,000's) 

Europe 

Asia 

and 

Oceania 

Africa 

Canada 

and 

New¬ 

found¬ 

land 

Latin 

America 

Issues 

not 

specified 

! 

Total 


1927 

577 

164 

_ 

237 

359 

_ 

1,337 


1928 

598 

137 

— 

185 

331 


1,251 

U.S.A.j 

1929 

142 

58 

— 

295 

176 

— 

671 


1930 

233 

62 

-- 

281 

199 

— 

905 


1931 

78 

28 

— 

127 

1 

1 130 

234 


1927 

105 

238 

136 

34 

126 

35 

674 

U.K. ! 

1928 

164 

232 

80 

98 

96 

28 

698 


1929 

105 

139 

51 

74 

78 

12 

459 


1930 

53 

195 

129 

17 

101 

34 

529 


1931 

14 

125 

36 

6 

26 

2 

209 


The most remarkable feature of this table is the virtual stoppage in 
1931 of American lending to foreign countries other than Canada. 
The issues floated in the United States in 1931 for the account of 
Europe were on behalf of two American concerns; the issues for Asia 
only two, one for a Japanese, the other for a Hawaiian enterprise. 

British lending in the depression was mainly to India and 
Ceylon, the share of those countries in the total foreign issues rising 
from 5 per cent in 1928 to 49 per cent ia 1931. The share of other 
British countries (taken as a whole) fell, mainly because of the 
steady reduction of Australian borrowing. 

Of the French issues for foreign account an increasing share 
appears to have been absorbed by Poland, Czechoslovakia, 
Hungary, Roumania and Yugoslavia. 


1 International issues. 
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Further analysis of the very marked drop in the total of 
foreign investments, therefore, emphasises the alarming extent 
to which there has been a stoppage of long-term investments. 
For long-term capital movements in 1931, other than new issues, 
detailed information is not yet available, but even in 1930 new 
direct investments in foreign business were falling rapidly. 
Direct new investments in foreign business enterprises by citizens 
of the United States, for example, were estimated in 1928 at 
$378 million, but this figure fell in 1929 to $335 million, and in 
1930 to $253 million. Available figures for the trade in already 
existing securities disclose an import rather than an export of 
capital by the great creditor countries. In 1928 and 1929, the 
United States recorded net purchases of foreign securities amount¬ 
ing to $105 million and $169 million respectively, but, in 1930, 
there was a net sale amounting to $446 million. While American 
citizens were getting rid of their foreign securities in this way, in 
Germany there was a net purchase. Capital, it is evident, was 
flowing uphill, from the debtor to the creditor countries. 

When attention is turned to the movement of short-term 
capital, very striking but confused changes are evident. In the 
years preceding the depression, the amount of short-term loan 
money available in the principal money markets increased very 
rapidly. The reasons for its accumulation are not far to seek and 
allusion has already been made to them. 1 It has been estimated 
that the total amount of short-term international indebtedness 
which existed at the beginning of 1931 aggregated more than 
50 milliard Swiss francs (c. $10,000 million). 2 The central banks 
of the world were increasingly concerned with the menace to cur¬ 
rency stability such large amounts of short-term holdings repre¬ 
sented. In the first half of 1931, indeed, the “ essential emphasis ” 
of the work of the Bank for International Settlements “ was laid 
upon the necessity, if imminent dangers were to be lessened, of 
reducing the quantity of short-term credit in the international 
markets and of its transformation into more permanent capital.” 3 

The violent movements ol short-term capital in the depression 
period have depended only in part upon economic and financial 
forces. Political insecurity leading to fear of currency instability 
has been a prime factor, and the chronicle of short-term lending 
in the depression years gives evidence of the irregularity and 
magnitude of the movements that were caused in this way. For 
example, “ the gold reserves and foreign assets of the Reichsbank 
fell by 855 million marks in June and 112 million marks in July 


1 See Chapter I, section (mu), and Chapter II, section (i). 

* Bank for International Settlements: Second Annual Report, May 1932, page 11 

* Ibid., page 7. 
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(1931) ”, and, later, tfc of the total amount of foreign (largely 
French) capital invested on short-term in the United Kingdom — 
according to the Macmillan Report, about £400 million — about 
half is estimated to have been withdrawn between the middle 
of July and September 21st (1931) 1 Available statistics 

for individual countries show clearly how great and irregular the 
movements were. The statistics for the United States, for 
example, show an inward balance of $179 million in 1927 which 
gave place in 1928 to an outward balance of $386 million. The 
stock exchange boom attracted short-term credit in 1929, so that * 
there was an inward balance again that year of $21 million, 
followed in 1930 by an outward balance of $331 million. 

In an earlier chapter, the complication of the inward and 
outward movements which resulted in such variations of the net 
balances was illustrated by reproducing the details of Germany’s 
balance-sheet in this respect. 2 There was a constant fluctuation 
of lending and repayment in various forms. 

The undertone of the movement, however, was the continued 
movement from 1928 onward of short-term balances back to 
France, and their reinforcement by flights of capital and specu¬ 
lative operations as currency instability threatened in many 
countries after the middle of 1930. In the last three months of 
1931, there set in a further heavy movement, accompanied, as 
in the case of the French balances, by gold shipments, to several 
other European countries which held large foreign assets. The 
reduction of foreign short-term holdings of European central 
banks and the accompanying increase of their gold reserves 
is shown clearly in the following table : 


Central Bank of : 

X Tint 

Gold Reserve 

Foreign 

assets 3 

(000,000’s) 

End of 

End of ] 

End of 

End ol 

, 

1930 

1931 

1930 

1931 

Belgium . . . 

Belg. fr. 

6,862 

12,749 

4,852 

0 

Bulgaria . . . 

Leva 

1,455 

1,511 

793 

257 

Czechoslovakia 

Kc. 

1,545 

1,650 

2,447 

1,060 

France . . . 

French fr. 

53,578 

68,863 

26,204 

21,500 

Italy .... 

Lire 

7,081 

7,399 

4,327 

2,170 

Netherlands . 

Gulden 

426 

887 

247 

86 

Roumania . . 

Lei 

9,275 

9,675 

1,822 

323 

Switzerland. . ^ 

Swiss fr. 

713 

2,347 

438 

103 


1 Memorandum on Trade and Balances of Payments , 193(t, Volume 11. 

2 Chapter II, section (io). 

8 As shown in the published returns, which, however, do notin all cases disclose 
total foreign assets and liabilities. 
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In one important respect, the continued liquidation of short¬ 
term holdings of foreign assets, which began with the repatriation 
of French balances in the latter part of 1928 and was strongly 
reinforced after the widespread abandonment of the gold standard 
in the latter part of 1931, has contributed to aggravating the 
financial depression. During the earlier period, from 1921 to 
1928, the money markets of the world had become used to a 
continuous increase in the amount of such short-term credits. The 
existence of these credits helped to support the boom in the 
United States and also to support British lending on long and 
short term. Credits to Germany, and at one remove to Soviet 
Russia, were facilitated by the continued augmentation of short¬ 
term money in the lending markets. All through the period, 
from 1925 to 1929, this process went on and, as the short¬ 
term credit found its way to the final borrower, an increasing 
proportion of it was in fact tied up in medium- and long-term 
investments. 

After the French short-term balances began to return to 
Paris in increasing amount from the latter half of 1928, the basis 
for much of the credit expansion was withdrawn, and when, after* 
the break of the Stock Exchange boom in October 1929, and the 
subsequent aggravation of the fall in prices, financial difficulties 
became acute in the debtor countries, confusing cross-currents 
of short-term capital movement arose. Political and psycho¬ 
logical as well as economic factors were at work. In the first half 
of 1930, there was a temporary revival of long-term lending 
including some conversion of short-term loans, but, as the investi¬ 
gations of the German financial position previously referred to 
have shown, 1 a considerable flight of capital took place in the 
second half of the year, and endangered the currency stability, 
not only of Germany, but of other European countries also. 

Towards the middle of 1931, there was a marked aggravation 
of financial strain. The events which moved rapidly from crisis 
to crisis between the months of May, when the Oesterreichische 
Creditanstalt difficulties became known, and September, when 
the United Kingdom abandoned the gold standard, have already 
been summarised. 2 During these months, short-term capital 
movements were decidedly away from the threatened debtor 
countries 3 to the stronger creditor countries. International 
action, for the most part mobilised by and through the Bank for 
International Settlements, stemmed the flow to some extent by 
arranging short-term credits to support the threatened central 

1 See Chapter II, sections (m) and (tv). 

8 Ibid., loc. cit. * 

J The United Kingdom was a debtor on short-term account, but not on long¬ 
term. 
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banks, 1 but the continuance of the crisis created the necessity 
of negotiating a series of standstill agreements and moratoria in 
the latter months of 1931 and the beginning of 1932. 

The net result of all these confused movements of short-term 
capital has, however, been a considerable drain from the weaker 
countries, which has reinforced the net effect of the stoppage of 
long-term lending. Statistics are not yet available for most 
countries, but provisional estimates for Germany and Great 
Britain in 1931, as disclosed in the following table, show how much 
greater the drain of capital back to the creditor countries has 
been in that year than in the preceding year. 


Inward (+) or Outward (—) Capital Balance in Millions 
of Dollars as calculated indirectly from the Trade in Goods , Services 

and Gold . 2 


U. S. A.. . . 
United 
Kingdom 4 . 
France 6 . . . 
Germany . . 


1927 

1928 

1929 

1930 

1931 

— 580 

— 1,099 

— 206 

- 196 3 


— 385 

— 569 

— 574 

— 112 

+ 340 

— 504 

— 237 

+ 20 

+ 252 


-j- 1,072 

+ 1,007 

+ 553 

+ 148 

— 500 3 


(iv) Movements of Capital, Interest Rates and Prices. 

In the preceding section of this chapter and in earlier chapters 
of this survey, 6 attention has been drawn to the irregularity 
of capital movements as a cause of instability in the post-war 
period and of increasing financial stringency in the depression. 
Such capital movements, however, derive their importance 
from their relation to the price-structure of the various countries 
concerned. The major irregularity in this movement, which was 
aggravated by the fact that the proportion of short-term to 
long-term loans tended constantly to increase, is to be found 
in the sudden reversal of its direction in 1928-29, after a prolonged 
period of expanded lending based upon credit inflation. Both 
in the period of expanded lending and in the depression years 


1 Cf. Bank for 

2 Memorandum 
Volume II. 


International Settlements : Second Annual Report, Basle, 1932. 
on International Trade and Balances of Payments , 1930, 


3 Preliminary estimate. 

* Excluding Government capital transactions. 

. . Excluding amortisation of *inter-allied debts. The territory considered 
includes the b rench overseas territories, except Indo-China y 

• See especially Chapter I, section (viii). 
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when capital was drawn back again to the creditor countries, 
it was the relation of such capital movements to price changes, 
both as effect and as cause, which was important. 

The connection between the supply of capital and the prices 
of commodities is maintained through the complex structure 
of interest rates. The connection is not simple, but depends upon 
the fact that the supply of bank credit is the medium by which 
capital is made available and by which also the production of 
goods and services is distributed. Bank credit forms, as it were, 
a liquid fund, into which the major part of national productive 
effort is poured and from which are drawn the streams of goods 
for consumption and of capital for further production. But 
this fund may be temporarily swollen or diminished by banking 
policy expressed through changes in interest rates and open- 
market operations. The amount of bank credit made available 
and the rates of interest paid on the one hand to those who forgo 
their claims to consumption and therefore accumulate savings, 
and charged on the other to various classes of borrowers, largely 
determine the division of total production between consump¬ 
tion and various capital uses, and, in determining it, go far 
to influence the ratios at which the various kinds of goods and 
services are exchanged. In other words, the ruling rates of " 
interest not only affect the proportions of the total production of 
goods and services which are respectively saved and consumed, 
but, in doing so, influence the relative prices of those goods and 
services. 

The various rates of interest are themselves the resultant 
not only of the supply of capital but of the demand for it in 
different directions. There is not one interest rate in the money 
market but several, and the demand which makes itself felt in 
regard to each of these rates is a composite demand built up 
of the need for capital in a variety of directions. Thus the rate 
of interest on industrial advances is determined in part by 
credit policy, but in part also by the massed demands of various 
forms of industrial production. Moreover, in a developed money 
market, there are as many interest rates as there are classes of 
loans, each of them representing the composite demand of 
different types of borrowers who find that particular form of 
loan suitable to their needs. The money market, with its diffe¬ 
rent and fluctuating rates of interest and discount, is constantly 
in a state of shifting equilibrium as between the different types 
of borrowers and the different classes of loan money made 
available. 

In the determination of interest rates, therefore, many more 
forces than the purely monetary considerations connected with 
the supply of available credit are operative. All the varied 
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factors which determine industrial activity, including commo¬ 
dity prices, are summed up in the different demands for credit 
and therefore influence, at the same time as they are influenced 
by, interest rates. For this reason, the master-rate of interest, 
the rate at which the Central Bank in a fully developed money 
market will discount the most liquid bank paper, may at times 
have but nominal influence upon or relation to the other rates 
of interest ruling in the market. The supply of credit is largely 
determined by the bank rate, but the demand for it is not, and 
the market rate of interest represents the price at which 
demand is equated to supply. The market itself, affected by 
the varied factors of demand for credit which are, temporarily 
at least, independent of its supply, may prove unresponsive to 
changes in the master-rate. The control of central banking autho¬ 
rities in the principal creditor countries — the ultimate arbiters 
of the supply of credit — while always potentially, and for the 
most part practically, powerful in determining market interest 
rates, and through them prices, is, therefore, neither absolute 
nor unvarying. Credit conditions in the borrowing countries 
are largely dependent upon the lending money markets. 

Movements of capital, whether on short or on long term 
therefore, in so far as they are governed by economic causes, 
are the visible result of an extremely complicated action and 
reaction between interest rates and relative price-levels in 
more than one country. To describe their irregularity as causes 
of instability either in the price or in the credit structure of any 
country or of the world as a whole is merely an elliptical way 
of drawing attention to disharmonies in the price and interest 
systems of the various countries concerned. To leave the state¬ 
ment there, thus concentrating attention solely upon the effect 
of such movements would be to ignore their causes and thus 
mistake a description of symptoms for diagnosis. 

The irregularity of capital movements in recent years, however, 
has not been wholly dependent upon economic causes. Political 
factors have played a part, and at times a large part, in creating 
conditions of economic insecurity or fears of policies leading 
to economic insecurity, which have caused capital movements 
against the apparent pull of economic factors. Thus, in the 
depression, high rates of interest have not been able to prevent 
flights of capital to monetary centres where rates have been 
consistently low. Capital has sought the safest refuge rather 
than the highest remuneration. Indeed, it might be argued, poli¬ 
tical policies arising largely from the war have played a large 
part in creating the economic conditions analysed below as 
mainly responsible for the direction of capital movements in 
recent years. 



Export price index as percentage of import price index of certain countries 
exporting raw materials and foodstuffs (Argentine , India\ New 
Zealand and the Union of South Africa *). 

Source : Review of World Trade, 1930. 



Net capital exports (measured indirectly as the balance on account of 
goods, services and gold) of the United States of America , the United 
Kingdom 3 and France 

Source : Balances of Payments 1030, League of Nations. 
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The financial situation after the war and immediate post¬ 
war inflation was extremely difficult. Even after the worst 
of the inflation was over and the great majority of countries had 
returned to the gold standard in one form or another, there were 
grave maladjustments in the economic structure, and political 
and psychological as well as economic difficulties in setting them 
right. The first chapter of this survey was devoted to a summary 
outline of the more significant of these maladjustments and in 
the final section of that chapter it was argued that the necessity 
for facing the difficulties they presented both to creditor and to 
debtor countries was temporarily masked by large transferences 
of capital which were made possible by the period of credit 
expansion, particularly from 1925-1929. The very large capital 
movements of these years were made possible by, and in turn 
contributed to maintaining, relations between the national 
price-levels and standards of living in debtor as compared with 
creditor countries which were not in fact consistent with the finan¬ 
cial obligations that had been incurred and the rearrangement 
of productive organisation that had resulted from the war and 
the peace settlement. 

The relation that exists between the capital movements of 
this period and price-changes has been demonstrated in another 
publication of the Economic Intelligence Service of the League. 1 
It has there been shown that the terms of trade of a series of 
borrowing countries varied coincidently with the fluctuations 
in the exports of capital from the major lending countries. The 
diagrams in which this coincidence of movement is shown are 
reproduced above. It is not contended that such a coincidence 
is proof of causal connection between the two phenomena. 2 
The intricacy of the reactions between interest rates and price 
levels is too complex for any simple and direct sequence of 
causation to be demonstrated. But it is significant that the 
greatest amounts of capital export and the movements of prices 
favourable to the debtor countries occurred in the years of 
rapid credit expansion based upon cheap money policies. 

The following diagram shows the close connection between 
capital exports, price movements, industrial production and 
gold movements in the United States of America. The years jn 
which a policy of credit expansion was followed by the Federal 
Reserve bankers were years of increasing capital exports followed 
by rising prices of raw materials and gold exports and, after a 
time, by increasing industrial production and rising prices of 


1 Memorandum on International Trade and Balances of Payments , 1930, 
Volume II. 

* C/., Roland Wilson: “ Capital Imports and the Terms of Trade ", Melbourne 
University Press, 1931. 



Inited States capital and gold moveme) olume of industrial production , industrial 
buildings (36 States), and price indius of raw materials and finished products. 

The curves for capital and gold balances and industrial buildings show the annual 
vement, those for price indices the quarterly movement. For industrial production, 
,h the annual and the quarterly movements are shown. 

Source (except for capital and gold balances): Survey of Current Business (U. S. Dept, of Commerce). 



Prices of raw materials relat- Prices of finished products 

ively high, industrial production relatively high, industrial pro- Definite 

relatively low. Domestic invest- duction high. Domestic invest- turn of the 

ment and consumption low, but ment and consumption high, but business 

large capital exports. Gold ex- capital exports reduced. Gold cycle, 

ports (or small gold imports). imports. 


12 
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finished products. There is an evident rhythm in these move¬ 
ments, industrial production being highest in the years of rela¬ 
tively low raw-material prices, of decreased capital exports and 
of gold imports; but external events such as the British coal strike 
in 1926 and the French franc stabilisation in 1927-28 exercised 
a disturbing influence on their relations. 

It is to be remembered that these years, 1922 to 1929, were, 
in the United States, years of expanding credit and fairly stable 
commodity prices, despite a distinct tendency towards falling 
prices elsewhere. In the subsequent period of depression and 
falling prices the reversal of capital movements has exercised a 
strong deflationary influence in the debtor countries, which has, 
however, been strongly resisted, particularly in so far as it affects 
domestic price-levels and wage-rates. The reversal of commodity 
trade balances caused by falling prices has, moreover, been 
countered by increasingly severe restrictions on international trade. 

In the receiving creditor countries, an increase in the available 
supply of credit, coupled with low interest rates and low prices 
of raw materials, might be expected to stimulate industrial 
production. 

Though at times there may, under certain conditions, be 
relatively high raw material prices with low interest rates, the 
usual reaction, leading once again to reviving prosperity and 
capital exports, is that suggested above. The failure of inward 
capital movements at the present time to evoke such a reaction is 
an indication of the extent to which the economic organisation 
is demoralised. As even the most cursory inspection of discount 
and interest rates will reveal, the ordinary economic stimuli are 
no longer fully operative. Their effect is restricted at every 
turn by political interference, by fear of insecurity, both political 
and economic, and by all the disequilibria created in the course 
of the depression, the correction of which is hindered by the 
inflexibility of a partially controlled and regulated economy. 
The competitive forces which would liquidate these disequilibria 
are prevented from doing so, and in default of their harsh but 
effective operation, or of any effective alternative production 
and trade drift in to paralysis. 

The disorganisation of the capital market is very clearly 
reflected in the yields of bonds in lending and in borrowing 
countries. The data upon which the diagrams reproduced in 
Chapter IX are based are to be found in the Statistical Year- 
Book of the League of Nations , 1931-32, and their significance 
is discussed in Volume II of the Memorandum on International 
Trade and Balances of Payments , 1930. 

In the main creditor countries, the price of long-term capital 
fell from 1929 to the middle of 1931. A precisely opposite 



Market Discount Rates (minimum rates, prime commercial bills x ) and U.S.A. Stock 
Exchange Call Loan Rate (average for renewals), 1928-1931 
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For Switzerland m 1928, the average discount rate is shown. It is only slightly higher than the minimum rate 






— 188 


movement is clear in the debtor countries, where the yields of 
bonds rose rapidly from the middle of 1929 onwards. A temporary 
resumption of capital movements in the first half of 1930 brought 
a fall in these yields, but, from the middle of 1930, they increased 
again rapidly, until in the financial crisis of the latter months of 
1931 they rose to alarming heights. It is clear that such yields 
connote risk premia, and that very grave fears of financial collapse 
are widespread among investors. It is noteworthy also that inter¬ 
national loans (because of the difficulties of transfer consequent 
upon exchange regulations) have been more seriously affected 
than loans floated on the domestic markets. Throughout this* 
period,-there has been a flight of capital from the countries of higl? 
interest-rates to those where in terest-rates are low and falling. 

The same broad tendencies may be seen in the diagram which 
shows the movement of market discount rates for prime commer¬ 
cial bills in a group of representative countries. Since the middle 
of 1930, discount-rates have been high in all the debtor countries ; 
but the plethora of funds on the principal creditor money markets 
has kept rates at very low levels. Those markets which, like 
London and New York, were at certain periods debtors on short¬ 
term account, despite their long-term creditor position, expe¬ 
rienced high discount-rates during those periods. Short-term 
capital moved in large amounts from the high discount-rates to 
the low. A striking example of this unusual movement was 
provided by the flight of capital from the United Kingdom, 
while the bank rate stood at 4% per cent and market rates 
ranged higher, in the months before the United Kingdom 
abandoned the gold standard, as contrasted with the marked 
return flow of short-term credits when rates were being lowered 
on the London market in the early months of 1932. 

Thgjparadoxical^itnation has been created whereby capital 
has fled from apparently tempting rates of interest to seek refuge 
where profits are law. Debtor countries are starved of capital, 
ancTifs accumulation in creditor countries is such as to pass 
beyond the possibilities of productive use. Both politically and 
economically, the times are out of joint and there can be no return 
to the orderly circulation of the world’s capital resources until 
confidence is restored by the settlement of outstanding political 
differences and the removal of restrictions upon the normal 
working of economic forces. 

(v) The Concentration of Gold Reserves. 

In the balancing of international accounts, not only commodity 
trade, but invisible exports and imports (including capital 
movements) — and, in the last resort, gold shipments — come 
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into play. All of these methods of payments are closely linked 
with alterations in the national price-levels concerned, but the 
two latter, capital movements and gold shipments, have a much 
closer relation with the credit structure and therefore with the 
monetary factors which affect all prices. In periods of relatively 
stable equilibrium, the settlement of balances is achieved in the 
short run by such movements of short-term credit as are necessary 
to bridge over any temporary deficiency or surplus in the equation 
of goods, services and long-term capital investment. Over a 
longer term, divergent interest-rates and their correlated price 
movements may bring about a persistent movement of long-term 
capital such as that which, in the second half of the nineteenth 
century, facilitated the development of the newer agricultural 
communities of the southern hemisphere. 

The distribution of the world’s supply of gold was part of the 
process of balancing accounts, an important part, since gold 
provided the basis upon which most monetary systems were 
erected ; but a minor part in times of relative stability. In the 
total process of settlement gold movements were as much the 
consequence as the cause of changes in national price-levels and 
interest rates. If a divergence of national price-levels proved too 
persistent to be corrected by the changes it stimulated in the 
movements of commodity trade, invisible imports and exports and 
short-term credits, the foreign exchange diverged from par and 
gold moved from the countries of higher to those of lower price- 
levels. Such gold shipments were in fact the signals of diver¬ 
gence arising between national price-levels and, upon their 
occurring, the monetary authorities took the requisite measures 
to bring pressure to bear upon interest rates so as to correct the 
divergence. If such signals were ignored and a persistent gold 
movement set in, the country losing gold was sooner or later 
forced off the gold standard. 

In conditions of relatively stable equilibrium, therefore, gold 
movements were the last element in a delicately balanced and 
self-corrective mechanism by which national price-levels and 
interest rates were kept in adjustment one with another. Gold 
shipments were small and brought with them their own corrective 
consequences. The total stock of gold in the world so greatly 
exceeds the annual increment of new gold from the mines that the 
latter was readily distributed without undue disturbance of the 
price-levels through the principal banking centres which main¬ 
tained a free gold market. 

The unobtrusive ease with which gold was thus distributed, 
and the efficiency with which this routine and simple organisation 
kept the world’s currency systems relatively stable and in 
equilibrium with each other, were fundamental conditions for the 
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building up of the network of international trade and finance 
which has contributed so greatly to increase the wealth of the 
world. The irregular functioning of the gold-standard system 
in the post-war period, culminating in its breakdown over a large 
part of the trading world, is at once a result of the disorganisation 
arising from the war and a cause of further disorganisation. 

Concerning the facts of gold movements in the post-war 
period there is no dispute. The Gold Delegation appointed by 
the Financial Committee of the League has dealt exhaustively 
with the statistical data concerning the world’s gold stocks, the 
supply of new gold, and its distribution . l After mature conside¬ 
ration, the Delegation recorded its opinion that “ the world’s total 
stock of monetary gold, apart from any considerations as to 
its distribution among different countries, has at all times in 
recent years been adequate to support the credit structure 
legitimately required by world trade and that the rapid decline in 
prices which began in 1929 cannot be attributed to any deficiency 
in the gold supply considered in this sense ”. 

The breakdown of prices and credit, in other words, cannot 
be attributed to a geological accident. The supply of gold was 
adequate; but it was not successfully managed. What broke 
down in fact was the balancing of international obligations, of 
which gold movements have been a part, and in recent years a 
part of unprecedented importance. 

The diagram with which the Gold Delegation illustrates its 
discussion of the distribution of gold reserves is reproduced below 
in a form that is slightly altered in order to bring out more 
clearly the different movements in the United States of America 
and France. 

The facts shown in the diagram are clear and can be stated 
summarily. Between 1925 and 1928, the period when there was 
a widespread return to the gold standard after the war and post¬ 
war inflation, the United States parted with substantial amounts 
of gold and these, with the new additions to world stocks, were 
sufficient to provide a remarkably steady and even increase in 
the gold reserves of the remaining countries of the world. 

Early in 1928, however, this movement broke down. In 
this year the United States began to import gold again on 
balance, while France, to which a flow of gold had set in during 
the preceding year, continued to add to her gold stocks, which 
have increased continuously up till the moment of writing in 
the early summer of 1932. In the early part of 1928, as a 


1 “ Report of the Gold Delegation of the Financial Committee ", Geneva, 
May 1932; Sections IX and X, and statistical appendix. See also Statistical Year- 
Book of the League of Nations, 1931-32 
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Changes in the Gold Reserves of Central Banks and Treasuries 1 . 



1 Including the Banco de la Nacidn Argentina, which, although not a bank 
of issue, acquired a considerable gold reserve in t927 and 1928 in view of a proposed 
banking reform ; practically the whole of this reserve was subsequently exported. 

The following countries are excluded throughout : Union of Soviet Socialist 
Republics, Cuba, Mexico, Central-American Republics, Paraguay, the Philippines, 
Straits Settlements and Turkey. 
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consequence of the re-import of gold into the United States and 
the French demand, the remaining countries of the world, with 
a few exceptions, began to be drained of their gold reserves, a 
process that, with minor fluctuations, continued until many 
of them had by the latter part of 1931 abandoned the gold stan¬ 
dard and the others were only nominally and with difficulty 
maintaining it by imposing restrictions on their international 
payments. Three countries in Europe—the Netherlands, Belgium 
and Switzerland—were able to use their strong credit positions 
to safeguard, and after September 1931 to strengthen, their gold 
reserves ; but the United Kingdom, the largest creditor country 
in the world on long-term, was a debtor on short-term, and aban¬ 
doned the gold standard after experiencing a sustained flight 
of capital in the middle of 1931. 

The causes of the developments thus summarily described 
must be sought in an analysis of the process by which international 
accounts were balanced first in the period before 1928, and then 
in subsequent years. Into that process there entered all the 
elements briefly described in the preceding sections of this chapter 
—commodity trade, capital movements, price-changes, shifts in 
interest-rates, as well as the gold movements, which, indeed, 
may be regarded as the culmination rather than the origin of 
the process. 

The turn of events in 1927-1928 gives the clue to the primary 
causes of abnormally large gold shipments since that period. 
Two extremely important monetary decisions were taken in these 
months—the French currency was stabilised and, later, in the 
early summer of 1928, the Federal Reserve Board began to take 
measures to check the developing credit inflation. The stabi¬ 
lisation of the French franc was accomplished de facto in 
December 1926 and de jure in 1928 at a level which continued 
domestic consumption at the low level to which it had fallen 
during the inflation. This allowed capital export to continue 
during 1927 and the early part of 1928 and later gave scope for 
the expansion of French industry and the attraction of capital 
imports, since the internal value (in real purchasing power) of the 
franc was higher than its external value. French balances abroad 
built up during the previous period of currency instability — 
partly by the flight of French capital, partly by profits from 
speculation in the currency, partly by reason of the bonus on 
fexports while the currency was depreciating — were brought 
home to participate in the expansion of French industry, part 
of them in the form of gold. 

The fortuitous advantage given to France in the balancing 
of her international accounts by the fact that her currency was 
stabilised at a low level was essentially a price advantage. As 



— 193 — 

gold was attracted to France, this advantage would have been 
lost if the countries losing gold had curtailed their credit structures 
and deflated their price systems correspondingly. 

Such a suggestion, however, valid as it may be in economic 
theory, at once raises questions of extreme practical difficulty. 
The European countries which had been devastated by the 
war had been rescued from extreme economic disorganisation 
by their own and international effort. It is a moot question 
whether the international obligations with which many of them 
were faced, given their curtailed resources, were in fact capable 
of being met. Any serious effort to have met them in the only 
permanent way—by the export of commodities—would have 
entailed drastic readjustments of the price-level and industrial 
organisation, not only in the debtor, but also in the creditor 
countries. The issue was evaded. Loans were made available 
and, for the time being, several unpleasant readjustments were 
postponed—the obligations remained in force, the creditor coun¬ 
tries were saved the necessity of receiving disturbing payments 
in goods, but instead sold goods to their debtors on credit, while 
the latter were enabled to sustain standards of expenditure 
incommensurate with their real and permanent resources. 

The credit expansion which made such a temporary arrange¬ 
ment possible was in full swing during most of the years 1925 
to 1929. The even distribution of gold reserves in those years 
was made possible by it. Attention was drawn by the Gold 
Delegation to this fact in its statement that “ the cheap money 
policies adopted by Federal Reserve Banks in those years (1924 
and 1927) were intended, not only to influence the domestic 
situation, but also to assist the European Central Banks first to 
restore and then to maintain the gold standard *\ 1 

More than a year before the Stock Exchange boom burst in 
New York in October 1929, this process of supporting the price- 
levels and credit systems of borrowing countries by extensive 
issues of foreign loans was proving increasingly difficult to 
sustain. As credit expansion brought rising standards of living 
in its train, and accumulating interest burdens were increasing 
the strain of external payments, the first slackening of foreign 
loans in the middle of 1928 caused grave difficulties to the debtor 
countries in the balancing of their accounts. They began to 
lose gold which flowed mainly to France and to the United 
States. The loss of gold, however, was not followed by measures 
of credit restriction adequate to place the price-levels of the gold¬ 
losing countries once more in equilibrium with those of the 


1 Report op. at., paragraph 36. 
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stronger creditor countries, and so the drain continued. The 
receiving countries differed materially in their economic position. 
There was no lack of credit available in the United States during 
1928-29 and the renewed inflow of gold can hardly be said to 
have been sterilised at this time, if ever. The large increments 
to her gold stock which France received were slower in making 
their effect felt than they might have been in other countries or 
under other circumstances. France had always before the war 
maintained a large gold reserve and there was a considerable 
deficit to be made up before any excess gold stock created 
conditions favourable for credit expansion. Moreover, the low 
level of stabilisation gave scope for a considerable rise both in 
security and in commodity prices before the domestic levels 
were brought into equilibrium with the external value of the 
franc. France was able therefore to absorb considerable amounts 
' of gold before the usual corrective consequences stimulated 
rising prices and checked the gold imports. 

There were signs of credit expansion and industrial activity 
in France in 1929, betokening the beginnings of a gold inflation ; 
but before this could get under way, the drain of gold from 
the debtor countries had proved intolerable. The processes by 
which they were led to such a measure of credit restriction as 
caused the fall in prices which was proceeding with increasing 
force from the middle of 1929 onwards have already been des- 
, cribed K The loss of gold from their bank reserves was merely 
one aspect of the development. 

When the fall in prices became precipitous, after the break¬ 
down of the American inflation in October 1929, the difficulties 
of the debtor countries in balancing their accounts were gravely 
aggravated. The virtual stoppage of capital exports and the 
withdrawal of short-term credits further worsened their position 
and they lost gold steadily. The gold thus lost accumulated 
mainly in the reserves of less than half-a-dozen Central Banks. 
After the widespread abandonment of the gold standard in 
September 1931, there was a further stimulus to the disposal 
of foreign credit holdings and their encashment into gold. A 
“ gold-rush ” set in on New York, the effects of which 
are clearly reflected in the diagram. The following table, 
summarised from the report of the Gold Delegation, shows how 
violent this movement was : 


1 See Chapter IV, section ( i ). 
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Central Gold Reserves . 



June 30th 

1931 

December 31st 

1932 

March 31st 

France . 

2,211 

($000,0()0\) 

2,683 

3,010 

Switzerland. 

162 

453 

471 

Netherlands. 

200 

357 

353 

Belgium. 

200 

354 

350 

Total. 

2,773 

3,847 

4,184 

United States. 

4,593 

4,051 

3,985 

Rest of World (excluding 
U.S.S.R.). 

3,756 

3,123 

3,067 

Grand Total .... 

11,122 

11,021 

11,236 


Such a marked concentration of the gold reserves of the world 
as now exists renders the restoration of the gold standard in Jhe 
near future a very difficult process for many countries. In the 
previous restoration of the gold standard (1923 to 1928) the 
accumulation of the necessary gold reserves was facilitated, not 
only by cheap credit policies, but also by the large foreign loans 
that were facilitated by such policies. In default of the renewal of 
such lending upon a scale that at the present time seems impos¬ 
sible even if it were desirable, there are but two possibilities, 
either the continuance of inconvertible managed paper currencies 
with fluctuating exchanges, or such drastic and sustained changes 
in relative price-levels as between creditor and debtor countries 
as will provide an active balance of trade by which the debtor 
countries may again accumulate gold reserves. 

It is possible that the second alternative may lake the form of a 
revival of the gold-exchange standard or a variant of it such as 
the “ credit-exchange standard ” practised by Australia and New 
Zealand, or a sterling-exchange standard. The Gold Delegation 
recorded its opinion that the gold-exchange standard still offers 
for many countries " the most economical and efficient monetary 
mechanism available ” *, and raised the question of its recon¬ 
struction under international auspices. 

In the meantime, the continuing concentration of gold reserves 
into a few Central Bank reserves is evidence that the balancing 
of international accounts is still impossible without gold ship¬ 
ments. The smooth distribution of the world’s gold has been 
disorganised as thoroughly as other aspects of the economic 
mechanism. Gold has reappeared from eastern hoards and in some 


1 Report, paragraph 221 
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western countries also — particularly in the United Kingdom — 
hoarded gold has been surrendered. Between September 1931 
and March 1932, an amount estimated at $180 million was ' 
released from Indian hoards; and even earlier the collapse of the 
price of silver in China had led to a large gold export. 1 The indus¬ 
trial demand for gold also fell off, but, on the other hand, gold¬ 
hoarding developed in other European countries. The total sum 
hoarded in the latter half of 1931 is estimated at $400 million, 
which is not far short of the world’s annual production. 2 The net 
effect of these various movements was that, even though the 
amount of new gold coming from the mines increased substan¬ 
tially, the available stock of monetary gold decreased in the 
latter half of 1931. 

The uneven distribution of the total stock remains one of the 
most striking symptoms of lack of balance in the international 
accounts. Its continued aggravation is proof that the situation 
is getting worse. When gold begins to flow again to the bank 
reserves which are at present depleted, it will be the surest sign of 
recovery. Before it does so, there must be adjustment of equili¬ 
brium in the national price-levels ; prices must rise in the gold¬ 
holding countries relatively to the price-levels in the countries 
now losing gold. Trade restrictions must be lifted in order that 
commodity trade may be resumed. Even then, the prospect of 
balancing international accounts will depend upon a reasonable 
settlement of outstanding financial obligations and such a measure 
of political rapprochement as will make possible, not only the 
resumption of trade, but also the circulation of capital. 


1 Report, paragraph 122 
8 Ibid, paragraph 125 



Chapter VII. 

BANKING AND CREDIT POLICY 


( i ) Restoration of the Banking Structure after the War. 

In the process of returning to the international gold standard 
after the currency disorganisation of the war period, important 
alterations were made in the statutes of many previously existing 
central banks, and many new banks with the sole right of note 
issue were founded. 1 It is important to realise the fact that the 
currency and credit mechanism which was reorganised in the first 
post-war decade differed in many important respects from the 
pre-war system. In the sphere of central banking, there was not 
only a larger number of central banks, but the general trend of 
their statutes and of the new currency legislation, except in the 
important matter of minimum reserve ratios, was to provide for 
greater elasticity in their operation. 2 The appearance of new 
institutions, or of banks of issue with powers approximating to 
those of central banks, implied a greater degree of national 
organisation of credit and currency policies, but many of these 
new banks served money markets which continued to be 
influenced largely by conditions in the principal financial centres. 

Post-war central banking policy and practice became 
increasingly important from the years 1924 to 1926, when currency 
stabilisation on a gold basis was achieved in a number of important 
commercial countries. 

Most of the new central banks were made independent of 
Government control. A greater degree of budgetary stability 
had in any case been achieved after the period of hyper-inflation 
and there was a considerable measure of economic recovery. 

There still remained, however, a very great deal of economic 
maladjustment and instability, and it is essential “ to recall the 


1 See successive issues of Memorandum on Central Banks. For a detailed 
analysis of the post-war developments, see Kisch and Elkin — Central Banks 
(London, Macmillan, 1929), Appendix I of which gives a summary of Laws, 
Charters and Statutes regulating Banks of Issue in thirty-one countries. 

a Cf. Feliks Mlyn\rski, The Functioning of the Gold Standard, Geneva, League 
of Nations, document F.979 (F.Gold 67(1))- 
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fact that the working of the restored gold-standard currencies 
encountered difficulties of much greater novelty and magnitude 
than had been known in the pre-war period 1 In its final report, 
the Gold Delegation of the Financial Committee of the League of 
Nations drew attention to some of the intractable phenomena 
with which the monetary and banking authorities had to grapple 
in .this period. 2 The first chapter of this Survey has also 
summarised some of these difficulties. It is necessary here to 
refer briefly again only to the facts that, even after the depression 
of 1920 and 1921, the national levels of prices remained high 
relatively to pre-war standards, that they were not in equilibrium 
with each other, and that an unprecedented burden of financial 
obligations had been incurred at the even higher levels of prices 
ruling during the war period. The economic system had not 
only been geared to a mass of contractual obligations at a higher 
level of prices, but had become less flexible, so that reductions of 
the average price level (as distinct from the adjustment of the 
national price levels) obviously threatened to cause a period of 
economic struggle and difficulty. The world had become used, 
during the war, to conducting its business at higher price levels 
made possible by great credit expansion. Reversion to the 
pre-war monetary policies would necessarily have involved a 
contraction of credit, even beyond that which occurred in 1920 
and 1921. With the evident prospect ahead of rapidly increasing 
commodity production, it was expected that price levels would 
fall, unless changes in monetary and banking policy made possible 
the continuance of a large volume of credit. It was for this reason 
that the Genoa Conference (1922) strongly urged its proposals 
for economising the use of gold. 

There was a further important change in the post-war 
situation arising from the emergence of the New York money 
market as a greatly strengthened financial centre.' T^&dfefShip 
in monetary policy had in great measure crossed the Atlantic. In 
the United States of America the Federal Reserve system, 
created only in 1913, had not functioned in a period of world 
peace. The expansive possibilities of that system were not fully 
tested ; there had not been time to discover their implications 
and devise controls for them. Throughout the years 1921 to 
1924, as was shown in Chapter II, the continued accumulation 
of gold in the United States, added to the expansive possibilities 
of the system itself, made for easy credit conditions which, when 
other countries returned to the gold standard, were capable of 


1 Report of the Gold Delegation of the Financial Committee , League of Nations, 
Geneva (document C.502.M.243.1932.II.A), paragraph 42. 

2 Ibid., Section IV. 
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being communicated to them in such a way as to create a pro¬ 
nounced credit expansion after 1924. The large volume of foreign 
lending which developed was part of this process. 

In the newly restored banking and currency systems a primary 
aim was greater elasticity in the powers of the central banks to 
create credit on the basis of existing gold reserves. The final 
report of the Gold Delegation draws attention to the major 
changes in this respect, both in the statutes of central banks and 
in the development of banking policy. 

The first important change to be noticed is the widespread 
adoption of the gold-bullion standard in place of the pre-war 
system which was a compromise between the gold-circulation 
and the gold-bullion standards. Gold stocks were largely with¬ 
drawn from circulation and concentrated in the reserves of central 
banks. This not only increased the amount of gold available as a 
basis for credit creation, but enhanced the powers of the central 
banks which were no longer faced with the prospect of internal 
drains from their reserves into circulation, except m times of panic 
for hoarding as bullion. 

The result of this concentration of gold stocks in the central 
bank reserves was to make it possible, even in the period of marked 
increase in the commercial bank deposits, to maintain a sufficient 
basis of currency to support the credit structure. The monetary 
Supply is often described as consisting of an inverted pyramid, 
the apex-base of which consists of central bank gold reserves 
upon which are built successive layers of central bank credit, 
commercial bank credit and, finally, book credit. After the war, 
the base was both larger and more solid (in the sense of not being 
subject to internal drains). It was, moreover, supplemented, as 
will be shown later, by the holdings of foreign exchange which, in 
many banking systems, could be used as a basis for note issue or 
credit creation. The Gold Delegation recorded its opinion “ that 
the world’s stock of monetary gold, apart from any considerations 
as to its distribution among different countries, has at all times 
in recent years been adequate to support the credit structure 
legitimately required by world trade and that the rapid decline, 
in prices, "which began in 1929, cannot be attributed to any 1 
deficiency in the gold supply considered in this sense ”. 1 

The adequacy of the supply of monetary gold, it should be 
noted, refers specifically to the period 1925 to 1929, during 
which credit was very greatly expanded. 

The statutory checks imposed upon the creation of credit 
by the central banks (as distinct from the economic limitations 


1 Report of the Gold Delegation of the Financial Committee y paragraph 109. 
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set by market conditions) consist mainly of reserve requirements. 
“ The Bank of England stands by itself as preserving a legal 
* freedom of action unknown elsewhere ”. 1 In most countries, 
the limitations within which the central bank operates are 
specifically laid down by law. After the war, most oi the central 
banks Which Were created or reorganised adopted some variant 
of the system under which the reserve ratios to be maintained 
were fixed at a certain proportion of the total sight liabilities of 
the central bank, including notes and deposits. Thus the Banque 
de France after 1928 was required to maintain a reserve in 
gold bullion or coin amounting to 35 per cent of its notes and 
current accounts. The legal requirements for other central 
banks were fixed at different levels in accordance with the 
economic and financial circumstances of the countries concerned. 
In many cases, a provision was introduced by which the banks 
might allow the reserve to fall below the legal minimum upon 
payment of a tax, and, in some cases also, upon raising the 
discount rate. 

The Federal Reserve Board is required to keep a 40 per cent 
gold cover against notes and 35 per cent gold and note cover 
against deposit liabilities. The ease with which credit can be 
created in the United States has already been discussed in 
connection with the development of the boom of 1925 to 1929. 2 
It is a notable fact, however, that among the plans proposed in 
the United States for banking reconstruction as an aid to recovery 
from the depression, those which provide lor greater power on 
the part of the banking authorities in the creation of credit take 
the most prominent place. 3 

In the same way, the Gold Delegation in its report strongly 
recommended the reduction of reserve ratios. This was done 
primarily because “ this whole system of defined ratios has 
proved itself, in the light of the special circumstances of post-war 
years, to be too rigid and inadaptable ”. The main object oi the 
recommendation is to “ give the central banks adequate freedom 
and flexibility in the conduct of their credit policy 4 

Some members of the Delegation would go even iurther and 
abolish the whole system of legal minimum ratios. 6 These 
quotations offer clear evidence of the trend of expert opinion. The 
whole process of banking reconstruction since the war has been 


1 Kisch and Elkin, op. at., page 13. 

8 Chapter II, section ( i ). 

8 Chapter XI. 

Report of the Gold Delegation of the Financial Committee, paragraphs 209 to 
6 Ibid., page 71. 
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in the direction of placing greater power and more freedom in the 
hands oi the central banks. 

The elasticity introduced into the post-war banking mechanism 
is an elasticity upwards; the outstanding and almost the ojily 
principle of credit control (the reserve ratios) which worked' - ' ni 
the direction of enforcing credit contraction became a subject 
of criticism when it began to be strongly effective. The reason 
for this is obvious enough in the facts stressed earlier in this 
section, the legacy of debts and contractual obligations and the 
inflexibility of the economic organisation inherited from the war 
period. 

In practice, the statutory controls over credit expansion did 
not prove rigid in the post-war period until the unbalanced 
financial and price situation built up in the boom precipitated 
the fall in prices which ushered in the depression. While credit 
was expanding in the United States, gold became available to 
the borrowing countries and their banking structure was suffi¬ 
ciently elastic to provide as much credit as was necessary to 
facilitate industrial reconstruction and maintain their price 
structures. 

The post-war period has also witnessed an advance in central 
bank co-operation, especially since the foundation of the Bank 
of International Settlements. It is clear that, quite apart from 
the results or lack of results over such a short period, the expe¬ 
rimental beginnings of central bank co-operation are extremely 
important. They are, indeed, as the Gold Delegation pointed 
out, an essential element in any approach to fundamental mone¬ 
tary reforms. “ Methods of continuous consultation and co-ope¬ 
rative effort to maintain the international equilibrium without 
sacrificing national interests ” 1 are as urgent a necessity in the 
banking as in the political sphere. Great potential importance 
attaches in this connection to the creation in 1930 of an inter¬ 
national institution — the Bank of International Settlements 
-- which, in addition to its other functions, provides a meeting- 
place for a great number of the world’s central bankers. 

The reconstruction of the banking systems since the war, 
therefore, has strengthened the position of the central banks 
in the monetary organisation and has rendered their control 
over national banking policies more direct and their co-operation 
a more practical possibility. But this is far from placing them 
in a position to direct economic policy generally. Greater power 
to control the supply of credit is only half the story. The demand 
for credit in practical affairs is determined by a host of economic. 


1 Report, op. cit., paragraph 194. 


13 
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political and social considerations, as well as by the monetary 
factor of its supply price, which alone is in the hands of the central 
bankers. 

In the post-war period, the economic and financial situation 
was peculiarly intractable. It is theoretically conceivable that, 
in a purely economic world, central banking policy might have 
been directed to a coldly realistic appraisal of the revolutionary 
adjustments of prices, trade balances, and economic organisation 
necessary to meet the changed pattern of international indebted¬ 
ness after the war, and to a ruthless application of the measures 
necessary to secure those adjustments. It might, how r ever, be 
argued that not even the most drastic and ruthless credit contrac¬ 
tion in the debtor countries, unless accompanied by inilation 
which would have proved uncontrollable in the creditor countries, 
could have succeeded in balancing international accounts while 
political insecurity, policies of economic nationalism and inilexible 
price systems barred the way. It is certain that such readjustments 
were in fact socially and politically impossible. 


(ii) The Development of Central Bank Practical. 

In addition to the structural changes sketched in the preceding 
section, there were, in the post-war period, \ery important 
developments of central banking practice. The practice of holding 
large balances on short term in foreign monetary centres is dis¬ 
cussed in the following section in connection with the revival 
of the gold-exchange standard. In this section, it is necessary 
to draw attention to some of the practical expedients and parti¬ 
cularly the increased use of open-market operations and the 
attempt at international co-operation, which were a logical 
result of the greater responsibilities oi the central banks alter 
the war. A much greater element ol control or management 
entered into the various currency systems, involving the 
development or extension of central bank practices designed 
to influence the money markets. 

The main instrument of control over currency and therefore 
over credit policy has always been the central bank rate of 
discount. As explained in Chapter VI, the alterations of this 
rate are of special importance in connection with the balancing 
of international accounts. Before the war, when gold coin 
circulated in most countries and the situation of the gold reserves 
was the dominant consideration in determining central bank 
policy, changes in the discount rate were generally effective in 
causing such alterations of the price structure as kept interna¬ 
tional accounts in steady equilibrium. Purchases or sales of 



— 203 


gilt-edged securities were resorted to by some central banks 
in order to liberate or constrict the credit resources of the com¬ 
mercial banks. This practice, however, was used generally to 
reinforce the effect of changes in the discount rate. Occasionally 
special circumstances made it desirable to undertake such open- 
market operations in opposition to the movement of the discount 
rate in order to smooth over essentially temporary disequilibria, 
which might otherwise have caused gold movements and unde¬ 
sirable price fluctuations. 

The development of open-market operations into a major 
instrument of policy after the war is a significant feature of the 
management of currency. The circumstances which gave rise 
to it are to be found only partly in the monetary organisation. 
The increased volume of Government securities and the necessities 
of public finance affected the situation from time to time. The 
more inflexible price structure and the resistance to downward 
adjustments of the price level also made necessary more frequent 
resort to this method and, very significantly, such operations 
were undertaken more and more as a substitute for, or a counter¬ 
action of, changes in the discount rates. Moreover the difficulty 
of achieving and maintaining international equilibrium made the 
conservation of gold reserves in many cases peculiarly difficult, 
so that, by every means possible, gold movements, which in * 
any case were very large, were minimised. 

Concern over the growing instability of the credit expansion 
in the United States, the slowness with which, under special cir¬ 
cumstances, the French money market reacted to the strong 
position on international account which it developed after 
stabilisation at a low level, the vulnerable position of the United 
Kingdom as a debtor on short term and a creditor on long term, 
and the rigidity of prices and wages, in addition to the growing 
restrictions on international trade in many countries, made the 
maintenance of the price level increasingly difficult after the middle 
of 1928. The situation has been summarised by the Gold Dele¬ 
gation in its discussion of the difficulty that arose early in 1928 
in “ reconciling the national and international factors in monetary 
policy 

An increasing movement of short-term credit balances back 
to France, largely in the form of a continuous import of gold, 
set in about the middle of 1928. The Federal Reserve Banks 
began to raise their rediscount rates “in an endeavour to check 
the growing speculation in the security and real estate markets ”. 
Foreign lending in the United States fell off and credit stringency 
began to develop in the borrowing countries. The United Kingdom, 
faced with a difficult situation both internally and externally, 
was “ constantly on the economic defensive after 1925, and, unless 
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interest rates were kept low abroad, there was always the possi¬ 
bility of a drain of gold depleting the comparatively small gold 
reserves of the Bank of England ”. 1 In face of this situation, 
there developed a growing tendency to credit stringency which 
culminated in the crisis of the latter part of 1929. 

( iii ) The Accumulation of Short-Term Foreign Balances. 

In many ways the most remarkable development of the post¬ 
war banking system has been the continuous and rapid growth 
of short-term credit balances. This phenomenon is practically 
universal, and may be regarded as a symptom of the disorgani¬ 
sation and insecurity of the post-war world. Credit resources 
have not found their way into profitable long-term industrial 
investment, but have, to an increasing degree, been accumulated 
in the principal money markets. A recent publication of the 
Bank of International Settlements estimated the total of such 
short-term holdings at the beginning oi 1931 as at least $10,000 
million. 

The existence of such large amounts of floating capital has 
proved very disturbing to the working of the currency mechanism 
since the war. The phenomenon known as “ a flight of capital ”, 
which makes its appearance at any time of financial or currency 
strain, is largely created by the transference of such short-term 
holdings from one money market to another. 

Moreover, the normal operation ol the gold-standard mecha¬ 
nism, under which an alteration in the discount rate effects 
changes in the price structure, is very greatly distorted by such 
movements of short-term credit. If there is need for the discount 
rates to be raised in an effort to check the expansion of credit and 
so induce a tendency for prices to fall, the increased holdings of 
i short-term credit attracted by the higher rates of interest available 
‘may nullify the change in the discount rate. The connection of 
gold movements with the price levels of the countries concerned 
has been rendered less direct and effective. This factor has been 
of very great importance in contributing to the inflexibility 
of price systems and hindering the readjustment oi international 
price-equilibrium. 

The effect of credit operations of this character in compli¬ 
cating the working of the gold standard in recent years has 
been the subject of much discussion. 2 It is obvious that the 


1 Report, op. cit ., paragraph 37. 

* C/., e.p., Dr. Feliks Mlynarski : The Functioning of the Gold Standard, 
League of Nations, Geneva [document F.979 (F. Gold 67(1)], and also Report of 
the Gold Delegation of the Financial Committee , paragraphs 24 to 28. 
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management of the gold standard has been rendered much more 
difficult and the consequences of the usual methods of con¬ 
trol have become more erratic by reason of the existence of 
such large holdings of short-term credits as those which have been 
shifted between the principal money markets in recent years. 

The further problem arose in the period before the depression 
of the use made of a portion ot these short-term balances held 
abroad, as a basis for further credit creation. In the general fear 
of a scramble for gold at the beginning of the reconstruction 
period, provision was made in the statutes of many central banks 
whereby the obligation to convert their notes into gold coin was 
changed into an obligation to convert them into gold bullion, 
foreign gold-exchange or either at their option. The detailed 
regulations concerning the use of foreign gold-exchange in central 
bank reserves dilfered somewhat in specific cases, but the avowed 
object was to effect an “ economy in the use ot gold 

The creation, on a much wider scale than ever before, ot this 
mechanism — the gold-exchange standard — led to a growing' 
body of criticism in the latter stages of the boom period. 

In so far as the central banks which were liable to be drained 
of gold by a realisation of the foreign exchange resenes of other 
countries took precautions not to allow their domestic credit 
issues to expand to the full extent made possible by their gold 
holdings, the danger of a double credit expansion upon the same 
gold stock was avoided. The net effect of the gold-exchange 
standard practices, however, was quite clearly to assist the credit 
expansion of 1025 to 1929, and indeed the system was created 
largely in order to economise gold. 

There were other rather unexpected results of the system in the 
distortion of the gold-standard mechanism. The growth of foreign 
balances referred to above was only partly due to the new reserve 
legislation. The Gold Delegation estimated the aggregate amount 
of the floating foreign balances ot central banks, or rather that 
proportion of the amount which could be calculated from published 
statements, as almost $3,000 million at the end of 1930. 1 Not 
all of this total was held by countries legally on the gold-exchange 
standard, but, since several of the countries which had used 
foreign assets as additional reserves had converted a large pro¬ 
portion of them into gold after the abandonment of the gold 
standard by many countries in the latter part of 1931, the 
Delegation quoted the figure of $3,000 million as an upper limit 
of the possible demand for gold, arising from the liquidation of 
the gold-exchange standard. 


1 Report, op. cit., paragraph 123. 
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In addition to central bank reserves held abroad, there were 
much larger holdings of foreign short-term credit by commercial 
banks, and it is obvious that the counterpart of the credit expan¬ 
sion made possible by the accumulation of short-term credit in 
the years before the depression is to be found in the deflation 
later induced by the encashment of foreign balances. This 
process began in 1928 with the repatriation primarily by the 
commercial banks of the French balances, mainly in the form 
of gold. 

As the deflation proceeded, the dangers, both to the banking 
systems in which the balances were deposited and to the deposi¬ 
tors, became evident. The former were exposed to the risk of 
sudden large withdrawals which might adversely affect the liqui¬ 
dity of the central bank and therefore currency stability. This 
risk was the greater since the central bank in many cases did 
not have full information concerning the total short-term liabi¬ 
lity contracted by the commercial banks and the money market. 1 
Those central banks, on the other hand, which held part of their 
reserves in foreign balances, ran the risk of those reserves being 
suddenly and drastically reduced by a depreciation of the currency 
in which they were held. 

Both of these risks became actual disasters in the latter part of 
1931, and the gold-exchange standard was thereby discredited. 
But this development was inherent, not in the simpler and more 
restricted use of the gold-exchange standard as it had been prac¬ 
tised by many countries for several decades before the war, but 
in the undue expansion of the practices modelled upon it and 
in the unstable political, economic and financial situation which 
caused the accumulation of such a great volume of short-term 
credit, domestic and foreign, as was built up after the war. For 
this reason, the Gold Delegation stated quite clearly its belief in 
the gold-exchange standard, as it was practised before the war, 
” as a useful system for many countries, for whom it still 
remains the most economical and efficient monetary system 
available ”. 


( iv) Commercial Banking after the War. 

The Memorandum on Commercial Banks , 1913-1929 , recently 
published by the Economic Intelligence Service of the League of 
Nations, bears witness to the variety and differing stages of 
development of the commercial banking structure in various 


1 Report, paragraphs 26 and 204. 
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countries. It is clear that commercial banking in its many forms 
is adapted, not only to the wealth, but also to the history, legisla¬ 
tion and commercial customs of the different peoples. Each 
country has its own problems of organisation. Nevertheless, it 
is possible to discover in the wealth of statistical information 
assembled in the Memorandum, certain tendencies of great 
importance which are more or less common to most of the 
principal banking systems. 

The commercial banking situation in most countries was 
PDofounS^Iiiffecte^ by a marked change in the proportion of 
capital ixitid liabilities. The following table brings 

out this change very clearly. 


Percentage Ratio of Banks' own Resources to their Public Liabilities , 
excluding Acceptances and Sundry Accounts, at the End of the 
Years indicated. 1 


Country 

1913 

1925 

1929 

Austria 2 . 

33.3 

17.4 

15.1 

Belgium 3 . 

24.3 

16.8 

25.6 

France 2 . 

24.7 

8.0 

9.5 

Germany 3 . 

39.2 

17.0 

9.3 

Netherlands 2 . 

52.8 

30.8 

28.0 

Sweden 8 . 

32.0 

19.5 

19.7 

Switzerland 3 . 

21.7 

16.5 

15.7 

England and Wales 3 . 

10.1 

7.5 

7.4 

Canada 3 . 

17.5 

9.4 

9.8 

U. S. A. 3 . 

19.8 

12.7 

15.6 

South Africa 34 . 

16.2 

9.9 

12.2 

Australia and New Zealand 3 4 . . . 

22.2 

18.6 

20.2 


There has also been a fairly general tendency for the cash 
ratiosjkept by .the commercial banks to decline. The statistics 
for the same group of countries are set out below. 


1 Commercial Banks , 1913-1929, page 26. 

* Principal commercial banks. 

a All commercial banks. 

4 End of June, each year. 
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Cash Ratios of Commercial Banks . 1 


Country 

Austria 2 * . 

Belgium 3 5 ... . 
France 86 .... 
Germany 5 . . . . 
Netherlands 2 3 . . 
Sweden 6 7 .... 

Switzerland 3 5 . . 
England and Wales 4 

Canada 6 . 

U. S. A. 5 . . . . 
South Africa 5 . . 
Australia 5 7 . . . 
New Zealand 5 7 . . 


1913 


I 

II 

3.2 

I 

7.4 

5.7 

12.0 

10.9 

10.1 

17.6 

14.3 

8.1 

14.8 

13.2 

7.3 

14.2 

19.9 

3.2 

11.0 

8.9 

2.1 

10.3 

20.6 

31.0 

13.2 

40.2 

20.8 

16.3 


31.3 

17.1 

25.3 

58.0 

24.4 

45.1 

34.7 

18.9 

21.2 


1929 


II 

I 

II 

3.4 


3.6 

8.6 

*7.2 

12.5 

17.0 

16.3 

15.1 

7.6 

5.7 

2.1 

7.8 

13.7 

6.7 

2.4 

11.2 

2.4 

3.1 

10.1 

3.0 

11.8 

19.9 

10.8 

13.3 

28.9 

10.1 

9.1 

15.1 

8.8 

14.5 

21.6 

11.1 

19.8 

42.6 

15.9 

12.9 

21.7 

10.9 


There is a further significant tendency towards a general 
movement from shorter,to longer^terin ,deposifs. For various 
reasons already stated, “ the public has been less willing to 
invest directly in industrial undertakings by the purchase of 
shares or to lend to such undertakings in exchange for bonds ; 
it has preferred to keep a larger proportion of its funds in liquid 
form ”. 8 Had this movement not been accompanied by a 
change in the period and type of credit allowed, it might have 
been considered to justify -some reduction in the cash ratios. 
But, in fact, less liquid advances were made, and the illiquidity 
of bank assets has in many countries proved to be a major 
financial weakness. 

It is extremely important to bear this fact in mind when 
considering the growth in total deposits, especially in the period 
1925 to 1929. That growth is shown in the following table. 


1 Commercial Banks , 1013-1029, pages 50 and 52. Column I represents the 
percentage ratio of the banks’ holdings of coin (including bullion in a few cases), 
inland notes and balances with the central bank, to their short-term liabilities 
(demand deposits, notes and cheques in circulation). Column II represents the 
ratio of these items to total deposits, notes and cheques. The detailed statistics 
given in the Memorandum include also calculations based on cash thus defined 
and 44 other items of a cash nature ”. 

8 Principal commercial banks. 

■* Includes 44 other items of a cash nature ”. 

4 London clearing banks. 

5 All commercial banks. 

fl Principal deposit banks only. 

7 End of June, each year. 

8 Commercial Banks , 1913-1929 , page 48. 
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Percentage Movements of the Total Deposits of Commercial Banks 
(corrected for Changes in Wholesale Prices) in Certain Countries. 1 

(1925 = 100.) 


Country 

Austria. 

Belgium. 

France— deposit and investment 

banks. 

Germany. 

Netherlands. 

Sweden. 

Switzerland. 

England and Wales. 

Canada . 

U. S. A. 

South Africa. 

Australia 2 . 

New Zealand 2 . 


1926 

1927 

1928 

1929 

128 

141 

152 

128 

74 

97 

106 

128 

109 

133 

161 

174 

140 

105 

187 

204 

108 

111 

115 

122 

108 

105 

106 

117 

115 

120 

138 

160 

100 

114 

119 

121 

108 

119 

128 

127 

107 

120 

121 

122 

117 

124 

134 

150 

107 

110 

119 

124 

101 

101 

111 

120 


The index numbers shown in this table represent the total 
deposits of the various banking systems (current accounts, 
sight deposits, savings and time deposits) corrected by the index 
number of wholesale prices at the end of each year and expressed 
as a percentage of the 1925 index in each case. 

There are notable variations in the growth of total deposits, 
and it is obvious that the much greater growth in certain countries 
is due in fact to the reconstruction of the banking system after 
the devastation caused by the post-war currency depreciation, 
and to the attraction ot foreign assets. 

In .deposits increased most rapidly, 

the cash~xa tios jvgre most heavily reduced. This exposed the 
banks to a strain which they could not resist when subsequently 
the depression, and more particularly the credit crisis, set in. 

In connection with this table, there is an important observation 
to be made. The growth of total deposits represents an expansion 
of credit, but it does not necessarily represent an increase in the 
amount of purchasing power. The growrth shown abo\e w r as 
maTntjr-in 'long-term' deposits! The Memorandum on Commercial 
Banks , 1913-1929 , draws attention to this fact in the following 
statement. “ The fact that the total amount of credit outstanding 


1 Commercial Banks , 1391-1929, pages 30 to 35. 
- End of June, each year. 
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has grown does not mean that the amount of effectively utilised 
purchasing power has been proportionately increased. The 
increase in credits outstanding has therefore not prevented 
prices from falling ; demand deposits have shrunk. ” 

This statement invites a great deal of reflection and analysis. 
It calls attention to some of the major difficulties in the economic 
organisation of the post-war world and comes very near to the 
heart of the crisis. The phenomena indicated are worthy of 
more detailed exposition and investigation than is possible here. 

In a great number of countries* the extension of business 
enterprise was made possible by bank advances rather than T>y 
capital subscription. The Memorandum on Commercial Banks , 
1913-1929, sums up this tendency clearly : 

“ In post-war Europe, the contrast between pure deposit 
banking and industrial banking systems has been considerably 
weakened. The systems of the former type have extended 
their operations over a considerably wider range of activities 
and have entered into much closer relations with industry 
than formerly. This is partly the result of the first post-war 
depression which seriously affected many of their most 
important customers ; short-tenn credits became frozen, and, 
to protect their own interests, the banks were frequently 
obliged to take over the security for loans previously granted 
and to assume direct control over large industrial under¬ 
takings. The direct relationship thus established between 
banks and industry enabled the former to exercise an active 
influence on the reorganisation of the latter. The gradual 
liquidation of the banks’ industrial engagements proceeded 
relatively slowly and had been only partly effected when the 
present depression set in. Furthermore, in some of the 
countries concerned, issues of industrial shares and bonds, 
especially those of older industries, have been less easily 
marketed in the past decade than formerly ; industry, accor¬ 
dingly, has had to rely upon bank credits to a greater extent. ” 

Among the many reasons for this development, the tendency 
for taxation to fall heavily on profits derived from large-scale 
business enterprises must be given an important place. In a 
later chapter 1 , statistics are quoted to show the extent to which 
the taxation of corporate enterprises has increased in the post¬ 
war period. Such taxation has been a powerful incentive to the 
financing of industry by debt rather than risk-bearing equities. 

Since such fiscal reasons reinforced those arising from the 
economic and political instability of the post-war decade and 


1 Chapter IX. 
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frbm the effort to maintain existing price-levels and existing 
industrial organisation, industry was in fact financed in increasing 
degree by the incurring of debt rather than by the issue of shares 
direct to the investing public. The natural result of this method 
of financing business enterprise is to make profits more sensitive 
and variable. If prices increase or production costs decrease, a 
boom in industrial shares is easily begun. If, on the contrary, 
depression sets in, profits are quickly eliminated by the burden 
of lixed interest charges. From the banking point of view, the 
great danger is that such fluctuations, particularly in a downward 
direction, impair ihe security and liquidity of bank assets and 
thereby endanger currency stability*-.-Banks which have large 
industrial commitments lind their assets Irozen and are forced to 
exercise more direct control over business enterprises. 

A further consequence ol the industrial activities of the banks 
in many countries was a strong impetus to consolidation. The 
consolidation and reorganisation of German banks in the depres¬ 
sion is an example. The inevitable result of such a tendency is 
that the whole structure of expanded credit in a weak debtor 
country tends to become concentrated in a small group of banks 
or even in a single institution. When strain becomes intolerable, 
it seems impossible to allow that institution or any of its sub¬ 
sidiaries to collapse, and therefore steps are taken by the Central 
Bank and the Government concerned to support them. Liqui¬ 
dation is postponed, but at the cost of tying up both the currency 
mechanism and the budgetary system. 


(i v ) The Struggle for Liquidity. 

Money market conditions after the depression fall into three 
fairly well-defined periods, the main features of which have 
already been summarised in Chapter II. The first period, from 
the break of the New York stock market in October 1929 to about 
the middle of 1930, was characterised on the whole by a measure 
of relief from the strain upon banking resources which had been 
caused by the stock exchange boom. During the course of 1929, 
the profits of speculation had drawn to New York an increasing 
amount of short-term credit. Rediscount rates were raised in 
New York and market rates were high. Short-term balances 
were profitably employed therefore for some months in the later 
stages of the boom in supporting speculation by means of 
brokers’ loans. When the speculation collapsed, the tension 
in other money markets was relieved, discount rates were lowered, 
international lending was resumed for a few months in 1930, and 
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there was a period of relative monetary ease in which no very 
significant alterations in monetary policy were necessary. 

In the latter part of 1930, however, it became apparent that 
the forces making for falling prices and difficulties in the balancing 
of international accounts were increasing in strength. The repa¬ 
triation of French short-term balances continued steadily and 
was reinforced by a growing flight of short-term capital from 
many centres, not only to France, but to other continental money 
markets which appeared to be relatively secure. Many of the 
borrowing countries were in serious difficulties with their balances 
of payments. 

Throughout the winter and spring of 1930-31, therefore, 
there was a growing credit stringency in the borrowing countries 
— including the United Kingdom, which was a considerable debtor 
on short term with long-term assets that were increasingly 
difficult to realise. At the same time, there was a rapid accumu¬ 
lation of short-term funds in the creditor money markets, despite 
low discount rates and similar measures intended to redistribute 
both credit and gold reserves. The Bank of International 
Settlements was preoccupied with this problem, but the price 
disequilibria and the existing feeling ol political and economic 
insecurity w T ere such that the situation went from bad to worse. 

The third period, which can be described only as one of 
financial panic, was ushered in by the revelation ot the embar¬ 
rassed position into which the Austrian Credit-Anstalt had 
drifted. Its position became generally known in May 1931, and, 
from that time onward, the tinancial situation grew worse with 
alarming rapidity. The flight of short-term capital in the middle 
of the year from the London money market, which w T as deeply 
implicated in central Europe and had troubles ol its own, ended 
in the United Kingdom abandoning the gold standard on Sep¬ 
tember 21st. From that time till the present, the changes in 
banking policy which had been slowly gathering way, were accele¬ 
rated into a competitive struggle for liquidity in the course ol 
which the banking systems of those countries which endeavoured 
to remain on the gold standard have been forced either into 
progressive deflation or into virtual paralysis. 

The course of events may be traced in the statistics showing 
the concentration of gold reserves which have already been set 
out in Chapter VI ; and in those of note issues, exchange rates, 
and commercial bank deposits, all of which are regularly published 
in the League’s Monthly Bulletin of Statistics . 

The statistics of commercial bank deposits are set out in the 
table below for a number of important countries. 
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Commercial Bank Deposits , 1929-1932 1 
(000,000’s.) 


Country 

Cur¬ 

rency 

End of Year 

Average of First 
Quarter 


1029 

1930 

1931 

1931 

1932 

South Africa 

£ 

61 2 * 

01 s 

f>l 2 

63 

53 

Germany. . 

RM 

12,118 s 

11,207 s 

8,057 s 

10.486 4 * 

7,857 4 

Argentine . 

Peso 

3,828 

3,851 

3,127 

3,798 


Australia. . 

£ 

277 s 

263® 

268 s 

263 

289 

Canada . . 

$ 

2,103 

2,068 

1,927 

1.996 

1,884 

United 

States . 

$ 

82,182 

32,311 

27,438 

32,028 

25,913 

France. . . 

Fr. 

31,0(55 

36.681 

38.245 

37,149 

37,404 

Italy . . . 

Lira 

16,911 

17,965 

16,335 

17,786 6 


Japan . . . 

Yen 

10,127 

9,628 

9,081 

9,550 

8,726 

New Zealand 


55 

52 

52 

51 

54 

United 
Kingdom. 

£ 

1,773 

1,838 

1,714 

1,746 

1,631 

Sweden . . 

Kr. 

3,181 

3,631 

, 

3.551 

i 

3,713 

i 

3,656 


It is evident that, in the first two years of the depression, 
there was little reduction of bank deposits in most countries. In 
many countries, indeed, there were substantial increases, measur¬ 
ing the extent to which industry was supported by the banks in 
the first shock of the crisis. The chief exception was in Germany, 
where deposits fell considerably, even in 1930. 

In 1931, reductions were more general, but by no means 
universal. The heaviest fall among the countries shown in the 
preceding table was in Germany, which experienced a 1 light of 
capital and severe credit contraction. 

There was also a sharp reduction in the United States, but 
in France there was an increase. 

Before proceeding further to an analysis of these different 
movements, it is, however, necessary to point out that the 
statistics of total deposits conceal the important divergence between 


1 Compiled from Monthly Bulletin of Statistics. 

* Average of year. 

* End of November. 

4 Average of February and March, no returns available for January. 

6 Average of last quarter. 

6 At end of February. 
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the movements of time and demand deposits commented on in 
the previous section. This is clearly brought about in the fol¬ 
lowing table : 


Percentage Change in Demand and Time Deposits , 
1929-1931J 


Country 

Demand deposits 

Time deposit: 

South Africa. 

— 10 

+ 17 

Argentine. 

— 19 

— 5 

Australia. 

— 10 

+ 5 

Canada . 

— 22 

— 5 

United States. 

— 16 

— 12 

France . 

+ 12 

+ 14 

Japan . 

- 18 

- 7 

New Zealand. 

— 29 

+ 14 

United Kingdom .... 

— 8 

+ 2 

Sweden. 

7 

+ 6 


Of the countries for which statistics are readily available, 
France is the only one in which current accounts and short-term 
deposits have increased. There has been a concentration of short¬ 
term money in the countries of which France is the type. There 
are great variations in the movements of long-term accounts, 
but the general tendency has obviously been for a severe con¬ 
striction of current credit to develop in the great majority 
of countries, the resources withdrawn from business activity 
being placed either on long-term account or on short-term 
account in money markets, such as Paris, which are financially 
strong. 

Such a movement is quite sufficient to explain the drastic 
deflation of the price level, in spite of the continuance of the 
total amount of deposits at a very high level. The statistics 
available for the early months of 1932 show that this process 
of deflation has continued strongly in most countries and 
especially in the United States and the United Kingdom, but 
shows some signs of coming to an end. 


1 Monthly Bulletin 0 / Statistics. 
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Percentage Change in Demand and Time Deposits between 
the First Quarter of 1931 and the First Quarter of 1932. 


Country 

Demand deposits 

Time deposits 

South Africa. 

— 16 

— 17 

Australia . 

-4-11 

+ 9 

Canada . 

- - 10 

__ 4 

United States. 

— 19 

— 19 

France. 

- 2 

— 25 

Japan . 

- 13 

— 7 

New Zealand . 

— 6 

+ 6 

United Kingdom . . . . 

-- 12 

nil 

Sweden. 

— 8 

h 2 


The strong deflationary movement evident in this table is 
only partly due to the repatriation of French and other continental 
short-term balances, a movement which slowed up in early 
1932 and was practically completed by the middle of the year. 
It was caused largely by the effects of the financial panic which 
drove the banks, particularly of the United States of America, 
into a competitive struggle for liquidity. This struggle which 
reached its height in the spring of 1932, was accompanied by 
forced liquidation of security holdings which drove security 
prices down to very low levels and caused a very large and 
alarming number of bankruptcies. In the United States, the 
liquidity crisis bore all the marks of a panic, and recent banking 
legislation and practice were mainly designed to combat this 
situation. The Gold Delegation, in a general reference to the 
problem of credit contraction, stated its opinion that “ where 
credit contraction for one reason or another has been carried 
to extremes, it is proper, and, indeed, imperative for the Central 
Bank to take such action as may be within its power to check 
excessive contraction, and, in some cases, to take the initiative 
in encouraging a freer use of credit ”. 

The statistics used above must be read in the light of the 
currency depreciation that took place in many countries, especially 
after the United Kingdom abandoned the gold standard in 
September 1931. An apparent increase in deposits — for example, 
as shown for Australia in the last table — must be corrected 
for the heavy depreciation of the currency which, in Australia, 
was 25 per cent below sterling in March 1932, while sterling 
was 25 per cent below gold parity, so that the Australian currency 
was approximately 44 per cent below gold parity. The contraction 
of demand deposits in other countries with depreciated currency 
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bears witness to the very great deflation that took place in the 
course of 1931 and 1932. 

The hoarding of credit, either in long-term deposits or in 
short-term foreign balances, has been paralleled by a hoarding 
of banknotes in certain gold-standard countries and of gold 
itself 1 . An increased issue of paper currency may be due either 
to inflation denoting a lowering of the gold value of the currency, 
to an increased demand for circulation, or to a demand for 
hoarding. It might reasonably have been expected that the decline 
of industry and trade and the much lower levels of prices in 
the depression would have reduced the demand for banknotes, 
and this has actually been the case in most countries . 2 There 
are many examples, however, of increased issues called forth by 
hoarding — notably in France, Netherlands, Belgium, Switzerland 
and the United States of America — and other cases w T here 
increased or sustained issues are correlated with intlation. In 
the latter cases, the inflation is sometimes accompanied by 
a depreciation of the external value of the currency; in others, 
the currency is maintained nominally at par, although a “ black 
market ” exists where the depreciation is recognised. The statistics 
of notes issued during the depression are reproduced in an 
appendix to this volume. 

During the course of the depression, currency depreciation 
occurred in many countries. The extent and development of 
this depreciation is best shown by the accompanying diagrams, 
the first of which shows the course of exchange in the United 
Kingdom and those countries which lollowed the United Kingdom 
off the gold standard. For comparison, Canada is included in this 
group. The second group consists of some Latin-American 
countries, and the third of four countries, Greece, Spain, China 
and Japan, whose currencies have depreciated lor different reasons. 

There is, on the whole, a remarkable similarity of movement 
in the exchanges of the so-called “ sterling group ”, showing 
that the currencies of several countries have been managed 
mainly with reference to their relation to sterling. The tendency 
for this group to rise again, after the low point touched in 
December 1931, is noticeable. 

With the disruption of the international monetary mechanism 
by reason of the widespread abandonment of the gold standard, 
banking policy was thrown into confusion in the latter part of 
1931. A new and disturbing element — fluctuating exchange 
rates — was added to those which had already made the conduct 

1 C/. the estimate made by the Gold Delegation in its final report, paragraph 125 
($400,000,000 in the last six months of 1931). 

2 See Monthly Bulletin of Statistics. 
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The Course of Exchange on New York, 1929-1932. 
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of banking extremely difficult. The Gold Delegation’s summary 
of the international position in June 1932 was that “ with only 
some six countries maintaining an unrestricted gold standard, 
the functioning of that standard as an international monetary 
mechanism has been greatly restricted. Side by side with it, 
there now exists a variety of other currencies whose exchange 
relations with the gold countries and with each other are no 
longer kept in equilibrium by their common relationship to gold, 
but must be governed by other means. Some of these currencies 
are on a independent basis of inconvertible paper, a large group 
of them being maintained at parity with sterling ; others are 
maintained at nominal gold parity by the control of foreign 
payments and foreign trade. ” 1 

In face of this situation, it becomes more convenient to 
discuss the most recent developments of banking policy in a 
later chapter. This is unfortunately a logical sequence to follow, 
since the depression which began largely as a result of increasing 
credit stringency in the agricultural borrowing countries has 
progressed through the stages of an acute financial crisis to a 
point where the immediate problem confronting the world is to 
stave off a further deterioration likely to result in a collapse of 
the banking and credit mechanism in many important countries. 


1 Report of the Gold Delegation of the Financial Committee, paragraph 74. 



Chapter VIII. 

WAGES, UNEMPLOYMENT AND LABOUR CONDITIONS. 


(i) A Rising Standard of Living. 

There can be no reasonable doubt that, in the first postwar 
decade, the forces working towards higher standards of living 
were very strong in practically every country of the world. 
In the first place, there was a "great acceleration of productive 
activity, particularly alter 1925. The consequences of such an 
acceleration were somewhat confused by the tact that there were 
inevitably considerable transformations ol industry in most 
countries. Many older-established industries, particularly those 
catering for the simpler basic demands such as food and clothing, 
either languished or progressed at a much slower pace than 
the industries created to meet newer demands, particularly for 
the employment of leisure. There was a considerable upward 
shift in demand, away .from the basic necessities of life to the 
more elaborate requirements of individual taste. Large and 
important sections of industrial life — the coal industry, cotton 
and woollen manufactures, and agriculture in most countries 
— did not share fully in the general expansion of industry. 
Moreover, technical progress was one of the main causes of 
increasing production, and the primary labouring processes, 
therefore, were relatively less used. In such a period of rapid 
economic change, there are always eddies and backwaters ol 
relative stagnation; but the main current was obviously in tin 1 
direction of satisfying a wider range of secondary demands. 
Production was outrunning the simpler wants. 

In the wealthier countries, especially, there was a notable 
democratic extension of purchasing power, by reason of higher 
wages, the lower costs of mass-production by rationalised methods, 
and new devices of merchandising, such as the instalment system. 
The rapid development of the cheap motor-car is a striking 
example, to which maybe added that of other typically mechanical 
productions, such as wireless sets and gramophones. It has 
already been argued that the investment boom of the years 
1925 to 1929 was primarily directed towards the production 
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of such articles of durable consumption. 1 It is, indeed, clear 
that such investment, based upon the expansion of cheap credit, 
finally overran, the actuaLsavings of the community and was one 
of the chief causes of the crisis and subsequent depression. 

This fact — over-investment in the industries producing 
goods of durable consumption — is quite compatible with, and 
is indeed the complement of, the failure of purchasing power 
to keep pace with production in the later stages of the boom. 
The increasing volume of production in general and the marked 
tendency for it to be concentrated in these newer industries 
were based firmly enough upon demands created in the first 
instance by increased efficiency of production; but, aided by credit 
expansion, these demands stimulated investment to a point beyond 
the purchasing-power capacity even of the wealthiest countries. 

While these facts were perhaps not so obvious in the countries 
which started from lower levels of purchasing power, and 
particularly in those which were impoverished by the war and 
the disturbances to economic organisation generated by the war, f 
there was almost universally, in the boom years 1925 to 1929, a 
considerable advance in the standard of living of the masses of 
the people. 

Apart from the fact of increasing productivity, account must 
be taken of the strong, influence of organised labour. There 
was not only a greater national income to divide, but wage-labour 
was able to gain a relatively greater share. 2 During the war 
period and in the war settlement, the claims of the trade unions 
were forcibly presented and, despite some loss of bargaining 
position in the depressions of 1920-21 and 1929-1932. their power, 
both in the economic and in the political sphere, remains strong. 
Labour organisation, however, is most firmly entrenched in the 
more highly organised manufacturing industries, and there are 
large sections of the economic community which have not 
succeeded in building up a parallel defensive organisation. This 
is true, for example, of a great part of the working farm popula¬ 
tion, as well as of the salaried, professional and middle classes. 
In the periods of drastic economic readjustment, such as those 
caused by the violent post-war currency inflation in many 
European countries, the organised workers were able to maintain 
their status in the community much more successfully than many 
of these other groups. 

Statistical material concerning wage-movements is not wholly 
satisfactory. In many countries there exist indices of wage 
rates or of earnings, hourly, daily or weekly; but there are few 

1 See Chapter II, section (/). 

2 Cf. W. II. Beveridge, Vnemployment: A Problem of Industry , London: 
Longmans, Green and Co., 1930, Chapter XVI. 
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measurements of annual earnings, and almost none of earnings 
over longer periods of working life. It is, moreover, extremely dif¬ 
ficult to make accurate comparisons either between the earnings 
of wage-labourers as a group and other groups in the community, 
or between real earnings in similar industries in different countries. 
There is some evidence that recorded wage rates tend to under¬ 
estimate the remuneration of labour, since they do not allow 
for increases in piecework earnings, or for the regrading of labour 
which has tended to increase the proportion of workers in the 
higher-paid groups. 1 On the other hand, it is obvious that 
considerable allowance must be made, in any calculation of total 
earnings, for unemployment and irregularity of employment. 

The evidence of such indices as are available points to a 
general and fairly substantial increase of real wages in the post-war 
period. The following table, summarised from The International 
Labour Office Year-Book , 1931 , 2 gives convincing evidence of 
this increase. The statistics are not comparable as between 
countries, nor do they purport to measure the exact increase 
of earnings ; but they do show the general direction of the 
movements. 3 

Index Numbers of Real Wages. 


Country 

Index 

1911 

1921 

1929 

1930 | 

[1931 

South Africa . 

Weekly rates — Men . . 

100 

101 

104 

106 

107 

Australia. . . 

Weekly rates — Full-time 
adult males. 

100 

116 

114 

122 


United States. 

Weekly earnings — Men 
and women. 

100 

129 

142 

135 


Germany. . . 

Hourly rates — Skilled 
men and women . . . 

100 


110 

116 



Skilled men. 

. 

# 

. 

114 

117 

United 
Kingdom. . 

Weekly rates — Men and 
women. 

100 

100 

109 

112 

117 

Sweden . . . 

Daily earnings — Men 
and women. 

100 

121 

138 

146 


Czechoslovakia 

Weekly rates — Men and 
women. 

[ 

100 

111 

119 

121 

127 


1 Cf. G. D. II. Cole, British Trade and Industry: Past and Future , London : 
Macmillan, 1932, page 303. 

* For recent figures, see International Labour Review. February and May 1932. 

* See also The Course and Phases of the World Economic Depression , pages 
83-87 and 172-173. 
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Apart from direct increases of earnings, however, there has 
been an increasing, tendency towards the., augmentation -ot - 
“ real income ” by the provision of public services. In the nature 
of the case, these services cannot be subject to exact statistical 
presentation. They range from the efforts of State and municipal 
enterprise in the field of commercial and trading undertakings 
and public utilities to direct subsidies of various categories of 
the population. Many of them have social as well as economic 
justification, as in the case of the provision of pure-water supplies 
and drainage systems. The social factor is predominant in 
others, such as education and many municipal amenities; but 
there exist also a large number of trading Enterprises, especially 
in the field of transport, which have economic justification 
but often involve a net cost to the taxpayer. 

The general drift of the public utility and social services is 
almost inevitably in the direction of redistributing income in 
favour of the poorer classes. Such services must aim at univer¬ 
sality, and they tend to be used more by those who cannot 
afford alternatives. A great part of the “ real income ” of 
everybody is now furnished by community services ; but this 
part is naturally greater in the case of the small incomes. Taxation, 
on the other hand, is progressive on the larger incomes. The 
provision of an increasing range of public services, therefore, 
provides a larger real income for a great number of the lower- 
paid members of a community partly at the expense of the 
wealthier. 

This fact is clearest in the case of such direct payments as 
pensions, family allowances, and benefits of various kinds, of 
which the outstanding example in recent years has been for 
unemployment. Subsidies of unemployment insurance schemes, 
the provision of relief employment out of public funds or the 
direct payment of relief to unoccupied workers have been greatly 
extended in almost every country in the post-war years, and 
particularly since the onset of the depression. 

The effect of such payments raises the standard of living of 
those concerned, not only by the prevention of destitution 
through the assurance of at least a minimum subsistence, but 
also by reducing the insecurity of livelihood which in former 
depressions has weighed heavily upon the working people. The 
“ right to live ”, if not the “ right to work ”, has been much 
more firmly established. Moreover, the existence of such 
measures materially strengthens the resistance offered by orga¬ 
nised labour to wage reductions and indirectly assists the main¬ 
tenance of existing standards of remuneration. The widespread 
acceptance of the notion of “ standards of living ”, and the 
associated conception of a “ minimum standard ” which society 
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should in some way guarantee to every normal individual, is 
one of the most remarkable social developments of recent years. 
Trade unionists and social reformers have fought for this concep¬ 
tion for many decades ; but its acceptance has been much more 
general in the post-war period. The contractual idea which 
it embodies is of profound importance and marks a distinct 
departure from theories of individual enterprise and free compe¬ 
tition. It establishes, in economic organisation, a new social 
right comparable in many ways with property rights. 

The legislative movement towards improvement of working 
conditions ought not to be ignored in this connection. The 
increased political influence of trade-union organisation in many 
countries since the war has given a strong impetus t o 1 his movement. 
A survey of national legislation in such matters as hours of work, 
weekly rest periods, night work, holidays, industrial physiology, 
pathology and hygiene, occupational diseases, industrial accidents, 
women’s work, the protection of children and young persons, 
and factory inspection discloses great variations from one 
country to another ; but the general impression gained is one 
of rather rapid progress . 1 

The pace of national legislation has undoubtedly been hastened 
by the creation of the International Labour Organisation under 
Part XIII of the Treaty of Versailles. The mere existence of 
regular international assemblies concentrated on the discussion 
of these and related problems, and supported by a considerable 
body of committees as well as a permanent international secre¬ 
tariat, focuses attention upon comparative labour conditions. 
It provides a means, also, lor an approach to international action 
on many problems where the tear of industrial competition 
has hitherto checked national legislation. By February 1st, 
1932, a total of 452 ratifications of the various conventions 
recommended by successive conferences had been received, 
while 55 more had been authorised and a further 121 recom¬ 
mended. 

The general assumption upon which the whole of this legisla¬ 
tion, national and international, proceeds, apart from consider¬ 
ations of justice and humanity, is that its long-run effect is 
to improve the welfare, and therefore the efficiency, of the 
workers. It is argued that the experience of almost a century 
of factory legislation has proved that, in the long run, regulation 
and improvement of working conditions does not add to the 
costs of production, but, on the contrary, lowers them. The same 
general argument underlies much of the activity in social welfare 


3 Cf. International Labour Oifjce, Annual Review , 1930 , and The 1 LO Year- 
Book, 1931 . 



legislation to which reference has been made above, and is 
powerful also, in various forms, in all efforts to raise wage-levels 
and standards of living. It is clear that this conception, based 
largely on past experience, has gained much more general 
acceptance since the war. 

The “ policy of high wages ”, indeed, has not depended 
for support wholly upon arguments derived from humanitarian 
or social grounds, or from considerations of efficiency. A strong 
body of opinion, particularly in the United States, among em-' 
ployers as well as among employees, has grown to favour liberal 
wage policies, combined with improved management and technical 
progress leading to lower prices, as a means of maintaining “ pur¬ 
chasing power ”. This general view has too many facets for any 
brief summary to be adequate. It is closely connected with the 
desire to extend markets downward into lower ranges of income, 
in order that the increased demands thus liberated may make 
possible the economies of standardised mass-production. This 
is not the place to examine the validity or the limits of such a 
doctrine. Its existence should be recognised, however, as one 
of the forces making for higher wage rates, shorter hours and 
improved working conditions. 

Any attempt to estimate the proportion of national income 
in various countries which is received directly by workers in 
the form of wages encounters, not only a paucity of statistical 
information, but very considerable difficulties of definition. The 
proportion of wage-earners in the working community, as com¬ 
pared with those of independent small masters or salaried persons, 
is by no means constant, but varies considerably between different 
countries and in the same country at different times. At a certain 
stage of industrial development, the independent craftsman 
tends to be crowded out by the competition of larger units 
of production employing wage-labour ; but a stage is reached 
later at which the rationalisation of industrial processes tends 
to reduce the wage-labour required, so that the displaced workers 
become salaried employees or endeavour to find new and often 
independent occupations. The much greater increase in salaries 
than in wages during the post-war decade in the United States 
is partly due to this development, which on the whole repre¬ 
sents an economic gain. 

With this qualification in mind, it is permissible to conclude 
from the summary table below that, in the countries where 
statistics are available, wage-payments during the first decade 
after the war at least maintained their relative share of the 
national income. It is .probable, indeed, that the proportion 
of national income directly paid to the workers in the form of 
wages and salaries increased. When the indirect provision of 
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“ real income ” noted above is considered also, it becomes clear 
that the standard of living has risen substantially. 1 

Percentage of National Income paid as Wages , Wages and 
Salaries , or Earned Incomes . 2 * 4 


(I, Wages ; II, Wages and Salaries ; III, Earned Incomes.) 



Aus- 

gffl 


Ger- 

United 

United 

Year 

tralia 


many 

States 

Kingdom 


111 

i 

11 

II 

I 

11 

I 

III 

1911 .... 
1913 .... 

56.2 s 

34 

43.6 

45 

36.4 

52.7 

43 

75.5 

1924 .... 

54.4 

38 

46.4 


37.7 

57.7 

43-45 

78.0 

1925 .... 

62.2 


44.5 

56 

37.6 

57.2 



1926 .... 



43.6 

56 

38.1 

58.2 



1927 .... 


42 

44.1 

55 

37.3 

58.2 



1928 .... 



44.4 

57 

36.0 

57.2 



1929 .... 




57 







41 


58 






The bearing of this conclusion upon the development of the 
crisis of 1929 and the subsequent depression has two aspects. 
Not only the actual levels of wages, but their flexibility, prove 
to be important in periods of fluctuating prices. As subsequent 
sections of this chapter will show, levels of wages are not only 
relatively higher than they were, but they are more resistant 
to reductions in a time of falling prices. So large a part is played 
now in the determination of wage-levels by collective agreements, 


1 The table above is not inconsistent with the fact that, in the boom period, 
the increases in production were much greater than the recorded changes in wage 
rates. Information is fragmentary, but it may be noted that this discrepancy was 
greatest in the countries of most pronounced credit expansion. Between 1924 and 
1929, production in the United States increased by 25 per cent, whereas wage rates 
increased only 8 per cent. Steadier employment and higher earnings reduced this 
gap, but the proportion of national income paid in wages fell appreciably. In 
Sweden, production increased by 30 per cent and wage rates by 13 per cent 
while the proportion of earnings also fell. 

* Sources : 

Australia: Sutcliffe 4< The Australian National Dividend *\ Economic 
Record , 1926, and Copland and Shann, The Crisis in Australian 
Finance, Sydney, Angus Robertson, 1931. 

Belgium : Bulletin de la Banque Nationale , 1930, page 377. 

France : Bulletin de la Statistique G^ndrale dc la France , 1931 pace 557 
Germany : Statistiches Jahrbuch , 1931, page 352. ’ ** 

United States: King, The National Income , page 80; New York: National 
Bureau of Economic Research, 1930. 

United Kingdom : Bowley and Stamp, The National Income , pace 50: 
Oxford: Clarendon Press, 1927. 

4 1907. 
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and in some cases by legislation, that not even severe and 
prolonged unemployment brings about the reductions that used 
to be relied upon as one measure of adjustment in crises. 

This rigidity at a higher level is, of course, paralleled by 
other developments of the economic structure, particularly 
by the greatly increased volume of debt and high rates of interest. 
The distributive struggle which is a necessary part of any economic 
order based upon free enterprise has taken a new turn with 
the development of the contractual idea in wage payments as 
well as in debt commitments. It has been argued earlier 1 that 
the greater proportions of the national income claimed, on the 
one side, for debt service and, on the other, for wage payments, 
both of which categories are regarded as fixed and invariable, 
have concentrated the pressure of deflation, after the breakdown 
of the credit expansion in 1929, upon the more variable shares 
in national income, and particularly upon the profits of business 
enterprise, with the result that the mainspring of economic 
effort under the present system has been weakened. Restoration 
of the profits of enterprise, in default of a rise in prices, neces¬ 
sitates a reduction either of the debt claims or of the standard 
of living of the workers, perhaps of both. In the crisis as it 
stands in the spring of 1932, schemes and projects of a more 
permanent character, such as the various proposals, on the 
one hand, for a reversion to a freer, or, on the other, progress 
towards a more completely planned, economic organisation, 
must necessarily wait upon a measure of recovery from 
depression. Economic activity must be revived before it can 
be reorganised, and any restorative measures involve some 
sacrifice of claims at present rigidly maintained in face of 
shrunken national incomes. 

The various methods which have been proposed as ways 
of escape from this dilemma fall into two main classes — the 
restrictive or deflationary group, which tends to concentrate 
upon readjustment by reductions of present claims upon pro¬ 
duction, and particularly by wage reductions; and the expan¬ 
sionist or inflationary group, which plans monetary or other 
measures designed to restore a higher level of prices, without 
cutting down the nominal value of present claims. While there 
are an almost infinite variety of plans proposed, and the broad 
distinction drawn above ignores many essential complications 
of an extremely difficult problem, it remains broadly true that the 
chief division of opinion lies between those who advocate measures 
of deflation which place a large proportion of the cost of 
readjustment upon what they regard as untenable standards of 


1 Chapter I, section (vu) 
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living, and those whose advocacy of inflationary measures 
is based largely upon the belief thathigher levels of prices would 
reduce the real burden of debt services. 

(ii) Wages in the Depression Period. 

The advent of severe economic depression characterised by 
an extremely sharp and long-continued fall of commodity prices 
not only raised into clear relief the extent to which the new 
conception of the standard of living had gained acceptance, 
but also challenged its economic validity. It was not, indeed, 
until a comparatively late stage of the depression that attacks 
upon the standard gathered force. In 1030, the unanimity 
with which it was agreed that the maintenance of existing 
standards was both right and expedient was quite remarkable. 
The persistence and intractability of the depression gradually 
undermined this attitude, and by the beginning of 1932 strong 
deflationary policies were in operation in many countries. 

The whole problem was complicated by the fact that, in the 
preceding period of credit expansion, particularly in the years 
1925 to 1929, the maintenance of cheap rates of short-term 
credit together with high long-term rates of interest had over¬ 
extended consumption, particularly of certain new manufactured 
commodities. Attention has been paid, in previous chapters of 
this Survey, to the disturbing effects of this credit expansion in 
many varied aspects of economic organisation - the misdirection 
of capital to over-developed consumption industries and to 
unproductive “ distress borrowing, largely for consumption 
purposes ; the maintenance of high agricultural price-levels on 
the basis of valorisation schemes ; the promotion of security 
speculation. The most important effects oi these disturbances, 
it has been argued, were the maintenance for a time of consump¬ 
tion at a very high level and the consequent pressure that was 
gradually exerted upon the profits of business enterprise. In 
the inflation period, therefore, some part of the gain in wage 
rates and the rapid increase of “ real income ” by the provision 
of social services — achieved, as it was, contemporaneously 
•with a heavy accumulation of debt obligations — was really 
made at the expense of capital consumption. 

In other words, the post-war advance in the standard of 
living (and in capital investment of various types) was com¬ 
pounded of two elements — the first a genuine increase in 
production caused by rapid technical progress and the restoration 
of world trade; the other a fortuitous addition by credit expansion 
which created the possibility of still more extended consumption, 
in anticipation of which an investment boom reached large 



— 229 — 


proportions. During the boom, serious maladjustments inevitably 
took place. In its final stages, investment in the new industries 
producing goods for “ durable ” consumption outran the pur¬ 
chasing power of their consumers, because this was dependent 
upon the earning power of industry in general, and the forced 
development of the new consumption industries drained capital 
resources from the remainder of the industrial organisation. It* 
is this fact which limits the prospect, by further credit expansion, 1 
of righting the balance by putting more purchasing power in 
the hands of consumers. Each fresh dose of credit intended to 
increase purchasing power in fact aggravates the maladjustment 
in the long run, unless at the same time there is a considerable 
liquidation of existing claims on industry. 

When the boom burst in October 1929, the economic orga¬ 
nisation of the world had been saddled with heavier monetary 
claims upon its produce — with much greater obligations of 
debt on the one hand, and with higher standards of living and 
wage payments which were embedded in social approval on the 
other. Expansion of credit had stimulated a forced and uneven 
economic development in the course of which capital had been 
wasted, partly by over-extended consumption, but latterly, 
also, by investment which was misdirected in anticipation of 
si ill further extensions of consuming power. If an example may 
be over-simplified, the world was tempted by cheap credit, 
first into buying more motor-cars than its resources would in 
reality permit (due regard being had to other wants), and then 
into providing equipment for making still more motor-cars, on 
the assumption that demand would continue to increase at the 
artificially stimulated rate. It attempted, by the self-deception 
of book-keeping, to arrive immediately at the legitimate goal 
of higher living standards which it had in fact been steadily 
approaching by the slower but substantial progress of organised 
real effort. In the result, not only the inflated standards of the 
boom, but also the hardly-won gains of genuine technical progress, 
are in danger of being lost. 

The processes by which the diversion, in the pre-depression 
period, of capital resources into channels which were partly 
wasteful caused a severe fall in commodity prices have already 
been discussed. 1 When the price-level began to fall, a situation of 
deadlock was created, since much heavier debt obligations and 
improved standards of living were incompatible with a greatly 
shrunken nominal income. The distributive conflict between ( 
the remuneration of capital and that of labour was immensely 
aggravated. Reduction of the claims upon industry became 


1 See Chapter II, section (i). 
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inevitable, since both the nominal and the real value of total 
production shrank. The shrinkage in nominal value because of 
a falling price-level was not the result of a simple and uniform 
scaling down of prices, but a very rough and harsh dragging 
down of those prices which had least resistance. So many mal¬ 
adjustments are created in this process that there is inevitably 
a shrinkage of production, thus reducing the real as well as 
the nominal value of the total product. The extent of this 
paralysis of productive effort has already been disclosed. 1 It is, 
unfortunately, a cumulative process until such time as the 
claims to shares in the total produce of industry are reduced to 
levels which again make enterprise profitable, or until a fresh 
expansion credit is successfully launched. 

In the present depression, the difficulties of any very real 
reduction of these claims have been greatly increased by 
the fact, previously examined, 2 that both capital claims and 
standards of living have proved to be more rigid and less capable 
of modification than in previous depressions. The capital market 
has been burdened with the enormous volume of claims originating 
in the waste of capital during the war, the spendthrift borrowing 
after the war and the misdirected and wasted investment 
in the period just before 1929. An unfortunately large pro¬ 
portion of the debts thus incurred has gone through the channels 
of public borrowing. The capital has been lost or used 
unproductively ; but the claim is not written off and remains 
as a charge upon Governments, which they must transfer to 
industry in the form of heavy taxation. Another substantial 
proportion has gone through the channels of banking, and its 
loss or impairment has tied up the monetary systems of many 
countries, which thereupon have been supported by State 
guarantees. The liquidation of industrial capital, which is a 
normal consequence of depression, has not been able to rid 
industry of its excessive load, and cannot do so until taxation 
can be reduced and credit can be liberated by releasing the 
banks from their frozen advances. Moreover, the continuance 
of heavy taxation and insecure banking conditions continually 
increases the pressure upon what were sound productive invest¬ 
ments. Existing plant lies idle, new capital cannot be tempted 
into industry and production diminishes. 

In much the same way, the rigid maintenance of high nominal 
wage rates and of greatly increased social services and benefits 
has operated to prevent a scaling down of the labour claims 
upon the product of industry. Labour also is forced into idleness 
and the volume of unemployment constantly grows. 


1 See Chapter III. 

2 See Chapter I, section (vn). 
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At the commencement of the depression, there was almost 
worldwide failure to recognise the universality, complexity and 
gravity of the economic maladjustments that were destined to 
work themselves out relentlessly in a cumulative pressure of 
profit and income deflation. Mr. Lippmann has collected an 
impressive string of quotations from Government, business and 
economic authorities in the United States which sufficiently 

E rove this point. 1 The keynote was struck by the President 
imself in his message to Congress in December 1929, when 
he announced that he had “ instituted systematic, voluntary 
measures of co-operation ... to make certain that the 
fundamental business of the country shall continue as usual, 
that wages and therefore consuming power shall not be reduced, 
that a special effort shall be made to expand construction work 
in order to assist in equalising other deficits in employment ”. 

There was, in fact, not only in the United States but univer¬ 
sally, a general attitude of maintaining existing claims to income. 
Wage rates were far from being the only claims which were 
sustained. A striking example may be cited in the tariff and 
farm relief legislation of the United States, where, in seeking 
to erect barricades against the first waves of depression, “ certain 
theories were considered axiomatic by the President, by the 
majority in Congress and by dominant public opinion. They 
were that the existing levels of industrial profits, the existing 
volume of industrial employment and the existing rate of wages 
were normal and secure, and that, therefore, any economic 
activity, such as grain farming or the manufacture of textiles, 
which could not be operated on this plateau of prosperity, 
needed somehow to be raised to it. ” 2 

During the whole of 1930, in most countries for which records 
are available, nominal wage rates were maintained or increased, 
while the cost of living fell steadily, so that real wages of employed 
workers rose. The barricade of sustained purchasing power was, 
however, steadily undermined by increasing unemployment, by an 
increasingly rapid decline in commodity prices, and by the deeper 
and deeper embarrassment of one group of producers after 
another. At many sections of the barricade, indeed, such actions 
as the erection of higher tariff barriers, attempts to hold up 
agricultural prices and public works construction programmes, 
which either added to taxation or drained still more capital 
from industry, had the effect of damming up the forces of 
deflationary adjustment which, in consequence, first spread 
themselves over a wider area and then broke with irresistible 


1 Walter Lippmann, The United States in World Affairs ; New York, Harper’s* 
1931, Chapters I and II. 

2 Lippmann, op cit„ page 17. 
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force through the weaker parts of the structure. By the beginning 
of 1931, it was evident that hurriedly improvised conservatory 
measures could not cope with the situation ; but there had been 
little approach to any more radical solutions. 

There were some notable exceptions to the general stabili¬ 
sation of wage rates and standards of living even in 1930. 
Reductions began early in the more heavily indebted and weaker 
competitive countries and industries. As examples, there may 
be cited the steady downward drag in Japan under the pressure 
of monetary deflation from the beginning of 1930 ; the drastic 
reduction of the wages of plantation workers in Brazil after the 
collapse of the coffee valorisation scheme in 1930 ; and the fall 
of agricultural wages in both the United States and Canada in 
that year. These examples might be supplemented by others ; 
but their general significance is clear. 

The daily rates of agricultural workers in the United States 
had stood at roughly 70 per cent above the pre-war level from 
1925 to 1929 ; but in the last quarter of that year the index 
fell from 171 to 158. There it stayed during the first half of 
1930 ; but after the collapse of the spring revival of that year, 
the pressure was steadily downwards. In the last quarter of 
1931, the index stood at 110. This steady weakening of 
agricultural wages is in significant contrast with the maintenance 
of industrial wages which the President had secured by informal 
agreement at the outset of the depression. Even here, however, 
an increasing number of reductions in particular industries slowly 
lowered the average throughout the year. As late as July 1931, 
several spokesmen of the administration reasserted its policy 
of doing everything possible to avoid wage reductions ; 1 but 
the index, which had held almost steady at 238-239 through the 
first three quarters of 1930, dropped throughout 1931 till it 
stood at 215 in the last quarter of the year. 

It is significant, moreover, that the weekly earnings showed a 
much more marked decline than the hourly rates, and a decline 
which began earlier. The statistics are reproduced as showing the 
extent to which short time was used in place of wage reduction. 


Manufacturing Industries : General Index — Men and Women. 



1914 

1929 

1930 

1931 

II! | 

VI 

IX 

XII 

m 

VI 

IX 

|xii 

ill | 

VI 

IX 

XII 

Hourly earnings . 
Weekly earnings. 

100 

100 

236 

228 

238 

226 

238 

228 

238 

220 

238 

217 

239 

211 

238 

198 

234 

190 

230 

3 

227, 

181 

225 

170 

| 


1 Industrial and Labour Information , September 14th, 1031. 
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Towards the end of 193d ihe^ whale wage- situation ill many 
countries began to be seriously affected by budgetary difficulties. 
When it became evident that the" effort to maintain existing 
claims on industry without any means being discovered of 
stopping the fall in prices and production was beginning to 
undermine budgetary and therefore currency stability, these 
countries took drastic action. The first important country to 
embark on a considered and radical scheme of deflation was 
Italy. In November 1930, salaries and allowances were cut 
12 per cent. At the same time, an extensive campaign of 
propaganda was aimed at a general wage reduction of approxi¬ 
mately 10 per cent. It has been claimed that the corporative 
economic organisation of Italy enabled the Government more 
easily to break through the resistance of individual industries 
and interests in carrying out its programme of breaking the 
rigid structure of price and wage costs. 

In the middle of 1931, many other countries followed this 
line of action, mainly for budgetary reasons. The outstanding 
example is Germany ; but reference may be made also to the 
situation in Australia and New Zealand. In both these countries, 
the heavy fall of export prices had seriously lowered the national 
income, and the export industries in particular pressed for 
relief from heavy costs of production. The Commonwealth 
Arbitration Court opened a Basic Wage Enquiry on August 
15th, 1930, and, despite intervention by the Commonwealth 
Government, on March 30th, 1931, the Court delivered final 
judgment which reduced the “ real ” basic wages of almost all 
workers under its jurisdiction by an average of 10 per cent. Some 
of the State tribunals followed suit ; but in some States the 
existence of statutes prescribing basic wage rates prevented 
such reductions. In addition to the lowering of the basic rate, 
a continuous fall in the cost of living lowered nominal wages 
still further for those workers subject to the Commonwealth 
Arbitration Court. By October 1931, the total reduction approxi¬ 
mated 23 per cent. 1 Under the Premiers plan, which was launched 
in May and June after a report by a committee of economists 
and treasury officials. Government expenditure was reduced, 
taxation increased, internal loans converted, interest rates 
reduced and relief given to mortgagors. 2 

The New Zealand Arbitration Court had reduced wages 
by 10 per cent on June 1st, 1931. In March of the following 


1 D. R. Copland, “ Readjustment in Australia ”, The Economic Journal , 
December 1931, page 53(5. 

2 Ibid. See also 1\ A. Bland and R. C Mills. “ Financial Reconstruction ”, 
Economic Record . November 11)31. 

13 
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year, a scheme of retrenchment in some respects like that of 
Australia was introduced, together with a further wage and 
salary cut of 10 per cent. 

In Germany there was some evidence of a downward pressure 
on wages, at least from the beginning of 1931. The Government’s 
programme of retrenchment began with the 6 per cent cut in 
salaries in February, which initiated the practical measures 
announced in the Emergency Decree of December 1st, 1930. 
In Germany, 75 per cent of the total amount of wages and 
salaries was subject to determination by legislation or collective 
agreement. A very vigorous effort was necessary, therefore, 
to break through the maintenance of wage rates when budgetary 
equilibrium was threatened in the middle of 1931. Another 
Emergency Decree on June 5th reduced salaries and unemploy¬ 
ment relief and the Hoover Moratorium gave temporary relief; 
but after the departure of Great Britain from the gold standard 
the strain was renewed. The Government’s defence against 
devaluation of the currency took the form of the drastic and 
unprecedented measures contained in the fourth Emergency 
Decree of December 8th, 1931. A general wage reduction was 
part of the scheme, together with a lowering of cartel prices, 
public utility rates, house rent and interest rates. The general 
principle of wage reduction was to get back to the level of 
January 10th, 1927, provided the change did not involve more 
than a 10 per cent cut, the object being to get rid of the increases 
which occurred in the period of credit expansion 1925-9. As a 
total result of these various steps, the general index of wages in 
Germany has fallen from 107 in 1930 to 90 at the beginning 
of 1932. 1 

In August 1931, budgetary difficulties had become evident 
in Great Britain also. Moreover, the pressure of circumstances 
had lowered purchasing power in British markets and in some 
cases reductions of wages had given an advantage to rival 
exporters. The export industries of most countries were feeling 
the strain of diminished purchasing power in the agricultural 
markets ; but wage standards were for the most part tenaciously 
maintained despite a growing volume of unemployment. It 
was not till the latter part of 1931 that deflation in Italy, Germany 
and the United States and devaluation in Great Britain threatened 
to cause an international competition in lowering costs of pro¬ 
duction. 

In Great Britain, trade-union organisation was strong enough 
to resist wage reductions in face of a serious decline in the 
export trades, increasing unemployment and a difficult budgetary 


1 International Labour Review, May 1932. 
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situation. In August 1931, the newly formed National Govern¬ 
ment carried through a reduction in Government expenditure, 
including that on salaries and on unemployment benefits, but 
industrial wage rates remained steady on the average. The 
pressure for reduction was eased when Great Britain abandoned 
gold in the following month. 

The export advantage gained by Great Britain and those 
countries which followed her action in abandoning gold was 
partly met by drastic efforts to close domestic markets and 
so shelter the price and wage structure in the countries remaining 
on the gold standard. Many of them -- Switzerland, Czecho¬ 
slovakia, Poland and France, for example — still maintained 
their wage rates ; but the United States, Italy and Germany 
began strong policies of wage reduction. 

In the first half of 1932, the movement for wage reduction 
gathered force. A substantial proportion both of the industrial 
and of the agricultural countries had removed the immediate 
pressure on their wages and price systems by going off gold. 
The annual wage contracts made in Europe in the spring of 
1932 felt the pressure and reductions were inevitable. Both in 
agricultural and in industrial industries, wages fell. Complete 
statistics are not available, but the summary table on page 83 
and the diagram below will show the movement of wage rates 
in the depression period. 

Cumulative Percentage of Total Reported Wage Reductions in the 
United States , by Months from January 1930 to April 1932. 1 



1 The National Industrial Conference Board : Salary and Wage Policy in the 
Depression. New York 1932. 
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Index-Numbers of Money Wages 1 — Average 1929 — 100. 
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93 
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1 The index numbers refer in general to the average for skilled and unskilled 
men and women, the index-numbers tor France, Australia and New Zealand 
only to skilled and unskilled men. 
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The general impression gained from this table is very clear. 
Despite an increasing number of reductions in the latter part 
of the period covered, the resistance of wage rates to even the 
strong deflationary forces of such a severe depression has 
been most marked. The concept of a minimum guaranteed 
standard of living has evidently gained powerful acceptance 
in almost every country. As the liquidation of the crisis proceeds, 
the gains in the standards of wage payments which were based 
on the preceding credit expansion may be wiped out; but there 
is little sign of any tendency of the basic conception of a 
guaranteed standard being weakened. 

(iii) The Effects of the Depression upon Social Policy. 

Attention has already been drawn to the importance of 
social legislation in the post-war decade. Such legislation covers 
so wide a range and affects economic life in so many ways that 
its costs and the benefits derived from it are not capable of 
precise measurement. Social legislation has gained a great 
impetus in recent years. Precedents continually broaden, the 
provision of elementary education extends upwards to public 
support of higher education and downwards to measures of 
medical inspection and feeding of schoolchildren; the principle 
of pensions, once admitted, is applicable not only to old age 
but to widowhood and invalidity ; insurance covers not only 
unemployment but accident risks. The general assumption of 
public interest in private welfare is, indeed, capable of application 
to an ever wider range of State action. Its development has 
already introduced a large element of “ planning ” into the 
social organisation of most modern communities. 

The advent of a severe and prolonged depression, with its 
accompanying distress and individual hardships, inevitably 
creates a strain upon the various mechanisms built up to relieve 
poverty and promote welfare. The first effect of depression 
is clearly to throw a much heavier burden upon these mechanisms. 
The final section of this chapter draws attention to the magni¬ 
tude of this burden in the case of unemployment insurance 
and relief. The rapid multiplication of claimants has in many 
cases destroyed any actuarial basis the various unemployment 
insurance schemes may have had and turned them rather into 
mechanisms for the redistribution of income. In the same way, 
economic depression inevitably increases the cost of all forms 
of social relief. More schoolchildren have lo be fed by public 
action, reduced earnings and psychological strain increase the 
amount of sickness, and a far heavier expenditure is necessary 
for poor relief. 



238 — 


Moreover, in most cases statutory provision for these mis¬ 
fortunes is fixed in monetary terms, so that increased demands 
must for a time be met at fixed rates out of diminishing public 
income. As one result, rates of taxation, both national and local, 

1 are kept at a high level, if not actually increased. In this way, 
the costs of industry are adversely affected at a time when 
falling prices and reduced turnover have in any case diminished 
the profit-margin which is the chief incentive to enterprise. 
Borrowing for relief purposes, either by the State or by local 
governments, further adds to the difficulties of industry by 
drawing off capital from investment purposes to those of imme¬ 
diate consumption, while keeping the rates of interest high. 

Any long-continued drain of this kind is bound to be reflected 
in budgetary difficulties, and these difficulties, which became 
acute in most States in the autumn of 1931, rendered it necessary 
to reconsider at least the rates and conditions of relief, and 
possibly the whole structure of the relief system. The continuance 
of depression, therefore, inevitably tests the economic soundness 
* and the political basis of social policy. 

Such facts as these lend special interest to the review ot 
social policy in various countries undertaken by the International 
Labour Office and briefly summarised in the Report of the Director 
to the annual conference in April 1932. 1 In the preparation 
of this review, extensive use was made of special enquiries under¬ 
taken by correspondents of the International Labour Orga¬ 
nisation in several countries. The general trend of the reports 
is clear. In Germany, “ there has not been at any time any 
question of going back on the established principles of social 
insurance, and the endeavours made by the last ordinance to 
balance at a given level all the activities in the economic or 
labour departments of life in Germany has removed any impres¬ 
sion that there could be any real attempt at social reaction ”, 
In Great Britain, “ on the whole it cannot properly be said 
that there has been any social retrogression ”. In Poland, 
“ working conditions in places where Government supervision 
and trade-union activity are exercised would not appear to 
have been changed to any appreciable degree ”. Much the same 
report is made of Roumania, Belgium, Czechoslovakia and France, 
where, indeed, “ the depression period is rather noteworthy 
for the development of measures for the relief of the unemployed”. 
Notable activity in social policy is reported also for Spain and 
for Brazil. In the United States also, the unprecedented severity 
of the depression has greatly increased the tendency towards 


1 Pages 20-25 
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protective labour legislation, “ clearly contrary to all tradition 
in the U. S. A. and to the individualistic spirit which inspires 
its policy Various manifestations of this trend are noted — 
“ some hundred Bills on old age pensions are at present before 
the Parliaments of thirty-nine States ; five such Bills have been 
adopted ; in sixteen States, Bills have been brought in for 
establishing public systems of unemployment insurance, and 
an original system of providing unemployment benefit has 
been introduced in the State of Wisconsin 

As a result of this survey of developments in many countries, 
the Director of the International Labour Office, after noting 
the adverse effects of the depression upon the life of working-class 
families, emphasises the general conclusion that “ it is a fact of 
considerable historic importance that, in, spite of the.unprece- 
dejoled-depresston, labour legislation has been almost unshaken 
in .all countries*, and that the principles or the protection of 
the workers and social insurance have been reaffirmed ”. 

In qualification of this broad general conclusion, there may 
be noted some tendency for the pace ol legislation to be slowed 
down, and also some definite readjustments of existing benefits 
in order to meet the pressure of lower prices and budgetary 
difficulties. Particulars of some early readjustments are given 
in the report cited. In Germany, “ the general level of social 
insurance has been restored to the 1914 level, except as regards 
family assistance ”, and “ several hundred thousand pensions 
have been stopped In Great Britain, benefits have been 
somewhat reduced, contributions increased and tests imposed 
in the case of unemployment insurance, while subsidies — e.g. y 
to the national health insurance scheme — are reduced, as part 
of a general retrenchment policy. In Australia and New Zealand 
also, the social services have been retrenched — unemployment 
payments reduced, old-age and other pensions cut and, in New 
Zealand, family allowances abolished. 

The ^general §lowing-down ol new legislation is not easy to 
estimate, since the political prospects of such measures are 
generally uncertain. The employers’ group in the Governing 
Body of the International Labour Office, in October 1931, pressed 
for conservation and consolidation of results already achieved 
rather than the continued effort to press forward with new 
reforms which, in its judgment, ‘ k would involve additional costs 
for many countries, and so render more difficult the necessary 
adaptation to the new economic conditions ”. This plea, however, 
was overruled by the decision of the Governing Body to add 
further questions to its agenda for 1933. 

While, therefore, the depression, particularly in its later 
stages of budgetary difficulty, has, in certain cases, somewhat 
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hampered the extension and even curtailed the scope of existing 
national and international legislation, the enormously signi¬ 
ficant fact has emerged that such legislation, guaranteeing a 
certain minimum of protection to wage-earners, has become an 
integral and apparently unshakable pari of the social organi¬ 
sation of almost every country. 


( iv ) The Problem or Unemplo\ ment. 

Unemployment, in all its varied forms, is by no means a 
new problem. It is essentially a problem of organisation, present 
in some degree at all times in every economic system. The 
peasant farmer of China, whose holding is too small to keep 
him occupied much more than about a fourth of his time 1 ; 
the independent craft worker in Europe, whose receipts fall off 
in times of depression ; the Lancashire mill-hand working short 
time ; the labourer who works only two or three days a week in 
an American motor-car factory, all suffer, though in different 
ways, from the lack of remunerative work which, in other circum¬ 
stances, throws men and women into total idleness. It is pro¬ 
bable that, on the average, there is less employment, or more 
under-employment, in the simpler agricultural countries, and 
that this failure fully to utilise available human energy is one 
of the main causes of the low standard of living common in such 
countries. But, if the highly elaborated organisation of indus¬ 
trial countries both raises the standard of living and reduces 
the total volume of unemployment, the very elaboration of 
the organisation renders it more liable to break down. Moreover, 
such organisation tends to concentrate what unemployment 
there is upon the less fortunate woikers and to render its cost 
to the individual very heavy. The necessity for public action 
to diminish unemployment and to relieve distress arising from 
it is therefore greater in the highly organised industrial countries 
than in the simpler agricultural communities. As industrial 
progress spreads, there is, on the average, less unemployment in 
(he world as a whole ; but it becomes more concentrated, more 
harsh in its incidence and more dangerous socially. 

It is the periodic aggravation of such concentrated unemploy¬ 
ment, leading as it does to social distress and deterioration, 
mainly in industrial countries, rather than the more diffused 
under-employment characteristic of agricultural organisation, 
which presents the most urgent social problem of the present 
day. 


J. L. Buck, Chinese Form Economy : Chicago University Press, 1930, page 231. 



It was well recognised, even before the war disturbed 
economic organisation so badly, that some measure of continuing 
or chronic unemployment was a characteristic feature of modern 
industrial life. This minimum of unemployment caused by 
technical progress, by changes in consumer’s demand, by lack 
of mobility or economic quality in certain individuals, by poor 
organisation of the labour market, and similar causes, was 
increased from time to time by seasonal and cyclical fluctua¬ 
tions of economic activity. The extent of unemployment was 
greatest in winter, was aggravated in periods of economic 
depression, and apparently also was liable to be increased 
when there was a downward trend in the general level of 
prices. 1 

Since the war, however, the volume of persistent or chronic 
unemployment has been very much greater and has become a 
serious' social problem in many countries. In Great Britain, 
as late as 1919, the Government "Actuary estimated an unemploy¬ 
ment risk of 4.5 per cent of the insured workers, 2 and it was 
later suggested that the difference between this estimate and 
the much higher percentages registered in post-war years was 
“ a rough indication of the specific addition to unemployment 
which must be attributed to the war.” 3 While the increase of 
unemployment during the post-war period is most obvious and 
more easily recognised in such countries as Great Britain and 
Germany, it is by no means confined to such countries. Complete 
statistics, particularly for the pre-war period, are not available 
for many countries ; but there seems little doubt that the econo¬ 
mic disorganisation ot the post-war years, to which reference 
has already been made in various connections, increased very 
greatly the minimum of unemployment which may be regarded 
as chronic. 

In the case of Great Britain, if 1.5 per cent was regarded as 
a normal percentage based on pre-war experience, the level of 
somewhat over 10 per cent which prevailed in the relatively 
good years 1927-1929 represented, at least in part, a substantial 
addition to (perhaps a doubling of) the minimum to be reckoned 
with. It was difficult to accept such a suggestion before the 
present depression ; but the subsequent increase of the per¬ 
centage in 1930-1932 to well over 20 per cent of the total 
insured workers is an indication that the cyclical aggravation of 


1 International Labour Office, Studies and Repoits Series C.No.16 : Gene\a, 
1931, pages 97-118 

1 See discussion in Heveridge, op nt Chapter X\ I 

8 Henry Clay, The Post-War Unemployment Problem: London, Macmillan, 1929, 
page 29 
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unemployment in that country now begins from a much 
greater minimum. 

While this post-war increase in the irreducible minimum of 
chronic unemployment is perhaps not universal, since certain 
countries have enjoyed fairly long spells of prosperity and active 
business in the post-war decade, it is very widespread. Even in 
the prosperous countries, it is probable that short spells of 
unemployment for many workers were a greater problem than 
the statistics (or lack of statistics) indicate. The absence of 
provision for unemployment insurance or relief which is notable 
in many of the more fortunate countries is quite compatible 
with the existence of a fair volume of unemployment. Moreover, 
the stoppage of migration, especially in bad years, has mini¬ 
mised the apparent growth of unemployment in some countries. 
It is evident, for example, that, in both the United States and 
France, as well as in some of the British Dominions, the unemploy¬ 
ment figures might have been considerably higher if restrictions 
had not been imposed on immigration. 

A tabulation of such statistics as are available indicates 
that, even before the present depression set in, there was a 
large volume of unemployment in most countries. The reasons 
are not far to seek. The economic system works less smoothly 
than before the war. There is less confidence, and therefore less 
readiness to rely upon international co-operation in trade, invest¬ 
ment, migration ; important parts of the economic system, in¬ 
cluding wage payments in most countries, are more rigid ; large- 
scale industrial methods have been making great strides — and 
therefore the difficulties of so organising industry as to occupy 
all the available workers are greatly increased. A rough calcu¬ 
lation at the depth of the economic depression, in the spring ot 
1932, gives a total of 20-25 million workers unemployed in the 
world. This alarming total is very significant, but no less signi¬ 
ficant is the fact that, all through the prosperous years from 
1925 to 1929, before the depression broke, there persisted a total 
of unemployment which may perhaps be guessed at G-8 millions. 
That this is not an exaggerated guess may be judged from the 
incomplete statistics shown in the following table, which do not 
cover all countries, or all unemployment in most of the countries. 
The existence of chronic unemployment on this scale is evidence 
of economic maladjustment quite sufficient to explain the sub¬ 
sequent collapse in the depression years. 

As the tabular statement shows very clearly, however, the 
onset of the depression has greatly increased the number of 
unemployed in practically every country. The latest statistics 
available at the moment of writing show that, in February and 
March 1932, unemployment was still increasing almost everywhere. 
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National Unemployment Statistics at the End of Each Year 
1925-1931 . 1 

(OOO’s omitted.) 


Country 

1025 

1020 

1027 

11)28 

1920 

1930 

1931 

Canada .... 

12 

9 

12 

13 

24 

37 

40 

Japan . 


. 



315 

362 

471 

Germany. . . . 

1,499 

1,749 

1,400 

1,830 

2,851 

4,384 

5,668 

Austria .... 

209 

205 

207 

203 

227 

295 

330 

Belgium .... 

27 

lcS 

35 

28 

29 

118 

164 

Denmark. . . . 

80 

89 

87 

78 

63 

73 

97 

Danzig. 

. 


. 

13 

16 

24 

33 

Estonia .... 

3 

4 

1 

8 

6 

6 

9 

Finland .... 

2 

2 

2 

3 

9 

9 

17 

France. 

1 

17 

27 

8 

11 

23 

177 

Hungary . . . 

28 

22 

14 

15 

20 

26 

33 

Irish Free State . 


. 

26 

26 

21 

26 

31 

Italy. 

122 

181 

414 

364 

409 

642 

982 

Latvia. 

5 

5 

6 

14 

8 

10 

22 

Norway .... 

26 

31 

29 

24 

22 

27 

35 

Netherlands . . 

45 

36 

45 

38 

49 

81 

147 

Poland. 

311 

190 

165 

126 

185 

300 

312 

Roumania . . . 


. 

14 

72 

7 

36 

49 

Unit. Kingdom . 

1,243 

1,431 

1,191 

1,334 

1,344 

2,500 

2,671 

Saar. 

. 


4 

8 

11 

15 

35 

Sweden .... 

46 

48 

51 

50 

54 

83 

110 

Czechoslovakia . 


. 

46 

39 

53 

210 

486 

Yugoslavia . . 

. 

. 

. 

6 

6 

10 

15 

Australia. . . . 

34 

25 

39 

43 

57 

105 

119 

New Zealand . . 

2 

3 

6 

6 

1 

8 

46 

U.S.S.R. 

951 

1,289 

1,352 

1,616 

1.310 

240 



Only in Australia and New Zealand had slight falls been registered 
in the three preceding months. 2 The Director of the Interna¬ 
tional Labour Office, in his annual report presented to the 
1932 Conference, estimated the number of totally unemployed 
in those countries for which information of some sort was 
available at the end of 1931 as 20-25 millions. It is a depressing 
deduction from this estimate that some 60 to 70 million persons, 
mainly in the highly developed and richer countries of the world, 


1 For explanation of the figures quoted in each case, see successive issues of 
the Statistical Year-Book of the League of Nations. 

2 Industrial and Labour Information , Vol. XL II, No. 1. 
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“ are deprived of the means of existence arising from their own 
activity or that of those on whom they are dependent. ” 1 

The causes of such a situation are those which have created 
the period of depression and falling prices. The consequences of 
such widespread and persistent unemployment, on the other 
hand, particularly the diminished purchasing power of such large 
numbers of people and the very heavy costs (diminishing the 
purchasing power of other classes of the community) which are 
involved in unemployment and poor relief, form a powerful 
factor in the continuance and deepening of the depression. 
From any point of view, unemployment is the most distressing 
J social problem of the present day. It carries with it the risk of 
deterioration of skill and morale, of lowering the vitality and 
hindering the education and industrial training of large numbers 
of the people of every country. Unemployment is now on such 
a scale that this risk threatens not only adults but young persons 
and, through the privation of their parents, young children. 
The cost of alleviating distress and minimising these risks of 
deterioration is a heavy burden on the budgets of most countries ; 
but the social consequences of reducing that burden, both in the 
positive deterioration of economic quality and in the discontent 
engendered by misery, are sufficiently clear to forbid much 
budgetary reduction. 

In the countless proposals for positive action to remedy the 
depression, the spectre of unemployment is equally important. 
In this connection, it is perhaps sufficient to quote the consi¬ 
dered conclusion of a recognised expert on the whole question 
of unemployment and its relief, repeated in 1930 after a second 
survey of the problems first studied twenty-one years earlier: 2 
“ Unemployment remains, in 1930 as in 1909, a problem 
of industry, not an act of God . . . The problem of 
unemployment — this is a point that cannot be too strongly 
emphasised — is insoluble by any mere expenditure of public 
money. It represents not a want to be satisfied but a disease 
to be eradicated. It needs not money so much as thought and 
organisation. The repeated lesson of twenty-one years since 
those words were penned is how much more abundant is 
money than thought, how much harder it is, for the cure of 
social ills, to change men’s habits and open their minds than 
to slit their purses — how much harder and more important 


1 International Labour Conference, Sixteenth Session, Geneva, 1932 : Report 
of the Director, page 15. 

s W. H. Beveridge, Unemployment : A Problem of Industry : London. Longmans 
Green, 1930, page 419. 



Chapter IX. 

THE STRAIN ON THE PUBLIC FINANCES. 


(0 The Role of the State in Economic Life. 

It is a commonplace that, in most countries since the war, 
the State and its organs of government have come to play a part 
of great and increasing importance in economic life. This 
development has many aspects, of which conscious intervention 
governed by economic purposes is only one. The whole trend 
of recent social progress has been towards the co-operation 
of increasing numbers of individuals and, as the scale of economic 
organisation has grown, the various organs of the State have 
almost inevitably been drawn into supervision, regulation, 
competition or monopolistic enterprise. The intervention oi 
the Government in what formerly were regarded as private 
economic affairs has been particularly conspicuous since the 
war. Moreover, the growing political influence of the economically 
weaker classes of the community lias led to expenditures on 
social services which have the effect of redistributing the 
national income. 

The mere fact that so many countries have recently passed 
through the experience of a great war is sufficient to have 
concentrated a great deal of power in the hands of governmental 
authorities. Large public debts have been accumulated and the 
taxation necessary for their service, added to that for other 
forms of public expenditure, has rendered necessary a heavy 
toll upon private enterprise and private wealth. 

Unfortunately, also, as the statistics summarised below show 
only too plainly, the expenditure deemed necessary for defence 
purposes remains a very heavy proportion of the total. Indeed, 
expenditure on defence, even before the depression set in, 
remained, in many countries, as large in proportion to the 
national income (though not in proportion to the total Govern¬ 
ment expenditure) as in the period of armed neutrality which 
immediately preceded the war of 1914-1918. 1 


1 Cf. Per .Jacobsson. “Armaments Expenditure of the World” (reprintedfrom 
the Economist , “ Armaments Supplement ”, October 19th, 1029). 
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Besides the still heavy expenditure on defence services and 
items of State expenditure which are legacies of the war, such as 
heavier payments for debt and pension services, there is a large 
and growing expenditure upon the so-called^ social services. 
These sendees are not always strictly defined in discussions of 
public finance. In particular, the cost of education is often 
included. It is not always easy to draw a clear distinction 
between such services as education, which in most countries 
is rendered to the whole population as of equal right, and those 
which are rendered to limited groups of the population for 
specific reasons of economic hardship, and which therefore 
cause a redistribution of real income. In the following discussion, 
except where the context indicates the contrary, the term 
“ social services ” is used in the stricter sense as defined above. 
Attention has already been directed to the importance of the 
growth of such services. 1 They have been a factor in rendering 
the post-war economic system more inflexible and resistant to 
change and have played a large role in the establishment of a 
higher standard of living for substantial classes of the people. 2 
At this point, however, they are viewed as one element in the 
growing public expenditures which, on the one hand, have in 
many countries endangered budgetary and therefore currency 
equilibrium, and, on the other, have raised taxation to levels 
which are a serious burden upon industry. 

The facts of increasing expenditure and taxation are well 
known, but not always easy to state with statistical accuracy. 
State accounts are notoriously difficult to disentangle and do 
not always contain the total public expenditure. The methods 
of presentation of the accounts differ considerably ; there are 
general and special funds ; sometimes gross and sometimes net 
expenditure is disclosed ; and the separate accounts of public 
undertakings are often of great importance. In any computation 
of public expenditure, local governing authorities and other public 
bodies must be reckoned with as well as the Central Government. 
The financial relations of the various public bodies are very 
close, so that there is considerable difficulty in avoiding double 
counting. All these and other reasons make it extremely 
difficult to arrive at even an approximate notion of the proportion 
which public expenditure bears to the total national income. 
Such computations have, however, been attempted in three 
important countries. These are given in the following table. They 
must be read as significant only of the general drift of develop¬ 
ment. There is little comparability between the methods by 


1 See Chapter I, section (p). 
* See Chapter VIII. 
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which public expenditure, on the one hand, and national 
income, on the other, are calculated; but the changing propor¬ 
tions shown for each country are significant. 


Country 

Unit 

Year 

Estimated 

national 

income 

Total expenditure of 
j all public authorities 

Amount j 

Percentage 
of national 
income 

Germany 1 . . 

RM. 

1913-14 

45,700 

7,178 

15.7 


(000,000’s) 

1925-26 

65,000 

14,465 

22.3 



1928-29 

75,400 

20,801 

27.6 

Sweden 2 . . 

Kr. 

1913 

2,980 

463 

15.5 


(000,000’s) 

1928 

6,750 

1,473 

21.8 

United States 3 

$ 

! 1913 

34,400 

2,919 

8.5 


o 

o 

o 

1925 

79,200 

11,126 

11.0 



1 1929 

85,200 

13,048 

15.3 


The importance of this table arises, not from any comparison 
between the three countries, which, indeed, is not legitimate, 
nor from the approach to accuracy of the estimates made, but 
from the striking similarity of movement in the final column 
in the case of all three countries. It is evident that a larger 
share of the national income in each case is passing through the 
accounts of public bodies. If such figures as are available for 
State and local expenditure in other countries are considered, 
the result is broadly the same. 

If an attempt is made to analyse this marked increase in 
public expenditure relatively to national income, the results 
naturally differ widely from country to country. It is extremely 
difficult to summarise the detailed statistics, even for a few 
fairly similar countries, on anything like a uniform basis. Each 
country compiles its accounts in its own way, and the relations 
between different accounts vary, as do the relations between 
private and public activities, and between the functions of the 


1 “ Die Ausgaben und Kinnahmen der OITentlichen Verwaltung, 1013-14 to 
1926-27 " — Statistisches Juhrbuch dcs Deutschen Jteichs , 1931. 

2 Statistisk Arsbok , 1931, pages 273 and 332; Arbelsloshctsutredningens Bet&n- 
kande J, 1931, page 142. 

8 “ The Cost of Government " : National Industrial Conference Board, New 
York, 1931, page 17. 
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central authority and the subordinate public bodies. To attain 
a sufficient degree of accuracy in the compilation therefore 
involves the necessity of collecting and dissecting the detailed 
accounts and of studying the administration of the financial 
system of the country concerned, in order to get clear definitions. 
It is possible* however, to pick out certain important types of 
expenditure which are common to a great number of countries, 
and to compare their growth in recent years. In the following 
sections, special attention is paid to the amounts expended on 
debt service, defence, w r ar charges and social services. The 
statistics used in regard to debt service have recently been the 
subject of special study by the Economic Intelligence Service 
of the League, and the defence expenditure also has been care¬ 
fully analysed in the same way for some years past as part of the 
technical preparation for the Disarmament Conference. Expen¬ 
diture on social services is rather more difficult to summarise 
w r ith accuracy, since the scope of such services varies considerably 
from country to country and is very much complicated by the 
fact that subordinate (local and functional) public bodies parti¬ 
cipate so greatly in this type of expenditure that, in any attempt 
at estimation, allowance must he made for subsidies and cross 
payments of various kinds. Social expenditure has, however, 
come to be so heavy in many countries, especially in the depression 
years, that some preliminary attempt to estimate its importance 
is necessary. 

Prolonged and detailed study of the public accounts of many 
countries would be needed before any considered estimate of 
the relative importance to each other, and to the total expendi¬ 
ture, of each of the groups of expenditure selected for special 
analysis could be attempted. There is, in the first place, no 
common definition or classification of these items of expenditure, 
which cannot therefore be compared as between countries. 
Some examples from particular countries may, however, serve 
to show that these are the groups of main interest at the present 
time. In Germany, according to the calculation of the Statistiscliefi 
Jahrbuch, the cost of the army and navy compared with total 
expenditure fell from its pre-war percentage of 25 to 4 per cent 
in 1928-29 ; but the “ war burden ”, internal and external, rose 
from 0.8 to 21.6 per cent. Debt service, apart from the “ war 
burden ”, w T as reduced by inflation from its pre-war level of 
6.6 to 1.3 per cent in 1925-26, but has since risen to 4.3 per cent. 
The expenditure on general administration, police, justice, 
education, economic development, transport and public utilities 
— all the normal political and economic functions of the State 
in pre-war practice — in 1928-29 called for 45.3 per cent of the 
total, as against 56.6 per cent in 1913-14 ; but the expenditure 
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on social welfare has grown from 9.6 to 17.2 per cent and that 
on housing from 0.4 to 7.4 per cent. 1 

Germany is perhaps an extreme case of the development of 
social expenditure ; but in Great Britain the development is 
very marked also, and the tendency to increase is clear in most 
countries. A rough approximation of the relative importance of 
the main items of expenditure by certain Central Governments 
is shown in the following table. As will be made clear later, 
such a calculation underestimates the tendency for social 
expenditure to increase, since much of this expenditure is made 
by public bodies other than the central authority. 


1 Tin* detailed calculations are as lollovvs : 

Distribution in- Public Explndiu ul in Glrmlny 
(Heidi, Lander, Ilansesladle, Gemcinde und Gemeindeverbande). 


Purpose of disbursement 

) H.M. (000,000’s) 

Percentage of total 

1913- 

1925- 

1928- 

1 1913- 

I 1925- 

! 1928- 


11 

26 

29 

14 

! 26 

29 

I. General and Financial Admi- 







nistration. 

660 

1,399 

1,691 

9.2 

9.6 

8.1 

11(a) Police and Justice . . . 

559 

1,276 

1,572 

7.8 

8.8 

7.6 

ll(/>) Army and Navy .... 

1,821 

633 

827 

25.2 

4.4 

4.0 

III. School, Science. Art, Church 

1,392 

2,370 

3,198 

19.4 

16.4 

15.4 

iV. Social welfare. 

691 

2,453 

3,586 

9.6 

17.0 

17.2 

V. Housing. 

VI. Economic development and 

31 

1,070 

1,512 

0.4 

7.4 

7.4 

communications .... 

1,018 

1,154 

2,221 

14.2 

10.0 

10.7 

VII. Public utilities. 

429 

184 

738 

6.0 

3.3 

3.5 

VIII. Debt service *. 

177 

194 

903 

6.6 

1.3 

4.3 

IX. Miscellaneous. 

36 

28 

26 

0.5 

0.2 

0.1 

X. War burden { £" ; ; 

62 

2,022 

2,315 

0.8 

14.0 

11.1 

0 

1,080 

2,178 

0.0 

7.5 

10.5 

Total. 

7,178 

11,165 

20,801 

100.0 

100.0 

100.0 





Public expenditure 





(Percentage of 
national income) 

National Income. 

45,700 

65,000 

75,400 

15.7 

| 22.3 

27.6 


Source : Einzelschriftcn zur Statistik des Deutschen lieichs , Nr. 10. Statislisches 
Jahrbuch des Deutschen Reichs, 1931, page 459. 


* For “ Gemeinde ” and “ Gemeindeverbande ” the debt service is not included 
here but under the proper head, with the exception of such cases where a 
division has proved impossible. The whole debt service in 1928-29 was R.iVf. 
1,207 million —/>., 6 per cent of the total expenditure. Pensions are distributed 
among the various branches of expenditure. 
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Percentage Proportion of Main Items of Central 
Government Expenditure, 1913-1928. 1 2 


Country 

Year 

De¬ 

fence 

Public debt 

Edu¬ 

ca¬ 

tion 

Social 

wel¬ 

fare 

War 
bur¬ 
den 1 

Inter¬ 

est 

Amor¬ 

tisation 

I'otaP 

Belgium .... 

1913 

27 

30 

2 

32 

9 

7 

_ 

1925 

14 

21 

3 

29 

6 

7 

30 

! 

1928 

10 

11 

17 

31 

7 

7 

29 

France .... 

1911 

42 

_ 

_ 

19 

9 

5 

_ 

i 

1925 

13 

31 

l 

31 

0 

2 

31 

; 

1928 

16 

25 

11 

30 

0 

2 

20 

Great Britain . 

1912-13 

52 

10 

1 

19 

5 

11 

_ 


1925-2(5 

19 

11 

7 

18 

1 

8 

18 


1928-29 

17 

40 

10 

1 51 

1 

9 

11 

Italy. 

1913-14 

33 

23 

1 

24 

5 

1 

_ 

1925-20 

19 

21 

5 

30 

4 

3 

10 


1928-29 

23 

20 

| 1 

28 

1 

3 

11 


The outstanding features of this table, summary and incom¬ 
plete as it must be, are the heavy expenditure on defence, the 
growing debt services, the heavy war burdens for such items 
as pensions, and the substantial social expenditures. Since, as 
will be shown later, much of the increased burden ol debt is a 
direct result of the war, it is not possible, without much fuller 
information than is at present available, to estimate how large 
a proportion of the total budgets consist of the cost of war and 
preparation for war ; but it is evident that the important groups 
of expenditure which have strained the public finances of most 
countries in the post-war period are those selected for special 
treatment in the following sections — namely, the burden of 
debt and pensions left as a legacy of the last war, the current 
expenditure upon defence and the cost of social services. 

The statistics which have been quoted all refer to the years 
before the depression set in. It is important to emphasise this 
fact because, although budgetary difficulties were enormously 


1 Source : Finanzm und Sleuein im In - und Amland ; Berlin, 1930. 

2 Includes other public debt expenditures besides amortisation and interest. 
* War burden includes pensions, grants-in-aid, reconstruction and occupation 

expenditure, and other items. 
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aggravated by the effect ol the depression, which increased the 
real burden of payments on account of debt, defence and social 
services, besides accentuating nationalist feeling, those difficulties 
were present before the depression and were a very real factor 
in the instability which lay behind it. So large a proportion 
of the national income was needed for what, in a strict economic 
view, must be regarded as unproductive expenditure that taxa¬ 
tion remained in most countries at a very high level. It would 
be necessary to undertake an exhaustive investigation in each 
country of the nature and incidence ol this taxation, and also 
of the change in the distribution of wealth induced by such a 
large increase in public debt and social services, before arriving 
at any considered conclusion concerning the effect ol this budge¬ 
tary situation upon economic enterprise and the formation of 
capital resources. But certain broad conclusions are almost 
self-evident and are widely accepted. 

The first ol these is that the tax burden in the aggregate has 
proved to be so great that in many countries it has impaired the 
provision of new capital for .productive industry. Such a con¬ 
clusion is naturally difficult to prove statistically. It is obviously 
dependent upon the levels of consumption maintained by the 
countries concerned as well as upon the methods of taxation 
employed and upon the manner in which the recipients of govern¬ 
mental expenditure employ the funds they receive. The provision 
of public capital may, in certain cases, compensate lor the 
reduced accumulation of private capital; but it is widely believed 
that in many countries capital consumption rather than capital 
accumulation has taken place. 

There is one important respect in which the direct effect of 
such heavy taxation is damaging to the accumulation of capital. 

In the modern economic organisation, much ol the saving 
necessary for the replenishment and increase of capital is provided 
more or less automatically by the provision of reserves and 
capital funds on the part of the great joint-stock enterprises. 
The burden of taxation has been particularly heavy upon such ^ 
enterprises, and their accumulation of capital has been rendered 
more difficult thereby. The private individuals who receive 
Government services or subsidies, or draw comparatively small 
additions to their income from interest payments, are more 
likely to use such receipts for increasing their consumption. 

Two aspects of the taxation of large-scale enterprises are 
important in this connection. In the first place, the scales of 
taxation to which shareholders in these enterprises are subject 
have been graduated more steeply both by an increase of rates 
and also by the fact that, at higher price-levels, a large number 
of incomes move upward into the more heavily taxed income 
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groups . 1 * 3 The proportion of taxation raised by “ direct ” taxes 
upon income and property as compared with “ indirect ” forms 
of taxation rose steeply in many different countries, as the 
following table shows : 


Income and Property Taxation as a Percentage of Total Public 
Tax Revenue. 2 3 



1913 4 

1923 4 * 

1928 4 


(Percentage) 

(Pen village) 

(Percentage) 

United States .... 

. . 10.0 

01.3 

07.7 

India. 

. . 0.7 

21.2 

20.2 

Japan . 

. . 30.4 

31.3 

32.0 

Belgium. 

. . 27.1 

47.3 

35.5 

Denmark. 

. . 29.0 

12.0 

35.1 

France. 

. . 28.1 

11.1 

32.0 

Italy. 

. . 39.7 

39.2 

36.2 

Netherlands. 

. . 32.7 

17.2 

13.8 

Norway. 

. . 17.8 

10.9 

31.2 

Sweden. 

. . 21.7 

30.2 

27.3 

United Kingdom. . . 

. . 17.7 

58.8 

55.0 

Australia. 

. . 9.7 

27.2 

20.3 5 

The practice of double 

taxation when 

the operation of such 


large-scale enterprises extends to more than one country is an 
important factor also in limiting the free flow of long-term 
capital from one country to another. The problems raised in 
this way have been the subject of an investigation by the League, 
and the complexity of the issues raised is indicated in a pre¬ 
liminary report already published on this subject. 6 

The tendency to find in the profits of large-scale enterprises 
an elastic and fruitful source of heavy taxation is one of the 
factors which has led to the marked change in investment habits 
by which extensions of business tend to be linanced by incurring 
fixed-interest debt or simply by bank advances or overdrafts 
rather than by issues of share capital. This is one way in which 


1 In the depression, tailing prices have naturally had the contrary eflect of 

lowering incomes in nominal value and thereby decreasing, not only the total 
taxable income, but the average rates of taxation paid, so that falling receipts 
from direct taxation have aggravated budgetary difficulties in many countries. 

3 Death duty is included in income and property tax. 

3 Source : Finanzen und Steuern , Berlin, 1930. 

4 Financial years beginning 1913, 1925 and 1928. 

4 1927-28. 

6 Taxation of Foreign and National Enterprises in Fiance , Germany, Spain , 
the United Kingdom and the United States of America : League of Nations, Geneva, 
1932 (document C.73.M.38.1932.1I.A). 
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industry has been increasingly driven “ into the banks More¬ 
over, the accumulation of such debt obligations tends to make 
the price policy of such enterprises more conservative and adds 
appreciably to the rigidity of the price-structure. 

The existence of large public debts and the periodic necessity 
for interest payments and conversion operations on a large 
scale interferes also with the smooth working of the money 
markets. The financial operations of the Governments tend to 
exercise an influence on banking policy which may not coincide 
with the commercial demands of the money and capital markets 
and may at times cause alterations in discount rates or open- 
market operations dictated by budgetary rather than trade or 
industrial considerations. Such heavy debt burdens as most 
European Governments carried, added to their growing expendi¬ 
tures in other directions, could be supported only when prices 
were relatively high and business was sustained by easy monetary 
conditions. Even then, taxation was so high that it took an 
increasing proportion of the national income. When prices 
fell and the nominal value of national incomes was reduced, 
the more rigid governmental expenditures became intolerable 
and relief had to be sought by cutting down expenditure 
if budgetary and, therefore, currency equilibrium was to be 
maintained. 

There is a very real sense, therefore, in which Lhe ultimate 
costs of lhe war lie behind Lhe present depression. The war 
was Touglit with present resources, but the property rights 
created as the means whereby the various Governments obtained 
control of Lhose resources remained as a mortgage upon future 
production. The national debts and other burdens incurred 
during the war were undertaken when the price-level was very 
much higher than it became after 1920 and still higher than it 
is in 1932, so that the resources actually used were less in amount 
than those now represented by the property claims. It is true 
that the recipients of income from such claims are taxed. It 
is sometimes argued, therefore, that the service of internal debt 
is not a real burden on productive enterprise, since the debt¬ 
holders arc also the principal taxpayers. The existence of such 
debt claims, however, obscures the real impoverishment caused 
by consumptive war expenditure and tends to encourage further 
consumption which eats into capital resources. In the process 
of redistributing wealth, a large part of the wealth is consumed, 
and there has been increasing difficulty after the war in providing 
the real capital' necessary for economic development. This 
difficulty was masked by credit expansion which, between 1925 
and 1929, made possible the “ papering-over of cracks in the struc¬ 
ture which were none the less threatening because outwardly 
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all seemed to go well”. 1 The plain fact is that the financial 
obligations which were a legacy of the war and the disturbance 
of economic organisation which their service entailed were largely 
responsible for the budgetary strain which led to financial and 
economic insecurity and to policies which, in postponing, aggra¬ 
vated the necessity for fundamental readjustment of public debts, 
national and international. 


(ii) The Increvsed Burden of Public Debt. 


The increased burden of public debt in the post-war period 
is only partly indicated by the statistics which show, for the 
various countries concerned, the growth of total debt. 2 The 
growth of public debt is primarily important, because, in return for 
current expenditure, public bodies contract a liability for future 
annual payments on account of debt service. These payments 
may be assured by current receipts trom the assets created by the 
expenditure of loans, or they may need to be collected by taxation. 
It is the annual payments on debt service in relation to the 
receipts from public assets created by loan expenditure which 
present the significant problem. Moreover, there is not a clear 
correlation in every case between the aggregate of public debt 
and the annual payments on account of debt service, since 
floating debts may include arrears of payments for services 
rendered or goods delivered, but the debt service will not include 
payments on such arrears. Each loan transaction, as a rule, is 
complete in itself with its own arrangements concerning security, 
interest, sinking fund, issue price, priority, redemption and other 
details. The aggregate figures obtained by adding the nominal 
amounts of various loans outstanding cannot give an adequate 
indication of the complexity of the problem or the budgetary 
difficulties to which it gives rise. In calculating any such aggre¬ 
gate, it is obviously necessary to take account, not only of the debts 
of the Central Governments, but also of those incurred by the 
subordinate governing authorities. This is especially important 
in the post-war period, since there has been a great expansion of 
borrowing on the part of municipalities and other public bodies in 
many countries, an expansion largely caused by the increased 
demand for social services. The distinction between debt service 
payable-within a country and that payable abroad is also impor¬ 
tant, since it affects the balances of international payments. 


1 Economist, June 11th, 1932. 

* League of Nations Statistical Year-Book , 1931-32, pages 254 to 258. 
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Moreover, in the post-war period, there has been a noticeable 
multiplication and complication of debt charges of an unusual 
character. In addition to the more usual form of borrowing by 
which Governments raise loans from private individuals and 
institutions, there is a very heavy burden of inter-governmental 
indebtedness and of reparation payments. In the main, these 
inter-governmental transactions are a legacy from the war 
period. 

They fall into two groups —reparation obligations and inJter- 
Allied debts^ The first group consists chiefly of Germany's 
general reparation obligations to the Allies, together with her 
separate obligations to Belgium under the Mark settlement, to 
the United States under the German-American debt agreement, 
and to Roumania under the agreement of March 31st, 1929, as 
well as the reparation obligations of Hungary and of Bulgaria, 
and the “ Liberty ” obligation of Czechoslovakia. Of these, the 
first item is the largest and most important. 1 

The inter-Allied war debts are also made up of a great number 
of complicated transactions. They may perhaps best be repre¬ 
sented by the two following tables giving the statistics concerning 
the debt settlements made respectively by the United States 
and Great Britain with their various debtors. 


1 Wochenberichte des Institutes f&r Koniunktuiforschung, January 13th, 1932* 
See also “ Reparations and War Debts ”, Supplement to the Economist , January 
23rd, 1932. 
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Interest and Amortisation paid from July 1st , 1930, to June 30th, 1931. 1 

\immU paid fiom Jul\ 1st, 1^30, 

Country Oate of 1 undine Prmupal _to June 30th. 1931 


256 — 


IOOOOC500^CMCOCO?D 


© 

© 


Sg I 

l© 

CM 

CM 

CM 

© 

© 



© 

CO 

CM 

CO © 

© 

T —4 

K © 

CM 1 

iO 

CM 

CM 

OC 

X 

to 



r—i 
LO 

- 


© 

co* 

| 

r—i • | 


-f 

l>» 

CD* 

J 

O 5 

X 

H 


NOONPOOOOi 
oCOOCJ^OcOiO' 
CMco©coco©co© 
CO © © 

'1* © 


© © © © X © 


© © 
X iO © 

CM©© 


LO © © ^ T -4 © 

to to © oc 1-H © 

• CO © ^ 

^ OC CM 
CM h 


©©©©CM-*COCO*-> 

oc © © CO ^ *-h CO K 
© lO LO © © LO CM lO X 

• co CM cd co ^ iq -r-i 

oc cm' CM' 

oc co 


■©©X^-<X©©©:0©©X©CO©©©© CO 

CM —’ lO CO © lO © © C 1 10 CD © X CD CM CM —' 

i-h CM *-« X *-< CM © X O’ I'- CD © CD I>- 

'-*< fH © © © ^ CC 


oc CM C 

gsss 


LO lO ^ 
CM CM Cl 

\ © © © 

I ^ ^ ^ 

j CD co 1,1 • ’ 

«SglS«5l 

1 ^ ^TpC 5r 'r 

* r Ja 7t " ^ T J ^ ^ 

S £ £ 

J -s —. £ fc 0> 

2 >»'C S > aa 

) < >-o ^ 


. c e > .2 3 -g £ 

* ec £ ss CC TJ PQ U * C 0/}_, E ^ CC 

; .2 5 O pj cu a > as as P co ^ 52 cti 'Tn 

>£.3 ^0/) . T p S P g «s § 

: n^.S 2 2 2;£i5 o o p p 


^CMCOTMOcDt'-X©©^CMX^iO)CDt^.X 


andfJune 30th, 1931 

££ 2 Funding’Agreement has not been reached. 




















257 — 


Table showing the Sums due to (treat Britain by the Various Foreign 
and Colonial Governments on Account of Principal at the Date of the 
llespective Funding Agreement , and the Amount of Debt Service 
paid from April 1st , 1910, to March list, 1941. 1 


Country 

Dale ol Funding 
Agreement 

Principal 
£ (000’s) 

Amounts paid 
Irom April 1st, 
1930, to March 
31st, 1931 
£ (000’s) 

War Loans : 




Loans to Domi¬ 
nions and Co- 




Ionics : 




Australia. . . 

1921 

1911.750 

5,549 

Newfoundland 


1,082 

21 

New Zealand . 

September bill, 1922 

02,158 

1,716 

South Africa . 

18.817 

337 

Crown Colonies 

and Protec¬ 
torates. . . 


1,523 

31 

Total . . . 


280,360 

7,081 

Loans to Allied 




Powers : 

France. 

July 12th, 1929 

799.500 

12,500 

Greece .... 

April 9th, 1927 

23,550 

300 

Ualv. 

January 27th, 192b 

251.550 

1,000 

Portugal .... 

1 lecember 31st, 192b 

23.975 

330 

Roumania . . . 

October 19th. 1925 

31,250 

250 

Yugoslavia . . 

August 9th, 1927 

32,8001 300 

Total . . . 


1,165,625 

17,700 

Loans for Relief, 




Reconstruction, 
Repatriation, etc.: 



107 

Austria .... 


9,130 

Belgium .... 

December 31st, 1925 

18,118 

150 

Belgian Congo . 

December 31st, 1925 

7,252 

180 

Czechoslovakia . 


1,583 

10b 

Estonia .... 


2.217 

70 

Greece .... 


108 

11 

Latvia .... 


2,300 

75 

Lithuania . . . 


lb5 

33 

Poland. 


7,236 

569 

Roumania . . . 

October 19th, 1925 

3,748 

212 

Yugoslavia . . 


3,093 

151 

Total . . . 


54,980 

1,964 

Grand Total 


1,500,965 

27,348 


1 Sources : British Qillcial (Cmd.) papers, and Die interallierten Schulden , ihre 
Entstehung und ihre Behandlung im Youngplan (Statistisches Reichsamt), 1930. 
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The total effect of such a network of annual payments as is 
involved in the settlement of reparation payments and war debt 
service is not easy to summarise statistically. The following 
table shows the amounts which various countries were liable to 
pay or had a claim to receive during 1931-32, when the Hoover 
moratorium went into force on July 1st, 1931. 


Financial Effect of the Hoover Moratorium. 1 


Government of 

Suspended 

receipts 

Suspended 
pay men Is 

Net loss ( ) 

or gain ( ^ ) 



C (OOO’s) 



United States .... 

53,600 

Nil 

- 

53.000 

Great Britain - . . . . 

12,500 

32,800 


9,700 

France . 

39,700 

23,000 

— 

16,100 

Italy. 

9,200 

7,100 

- 

1,800 

Belgium. 

5,100 

2,700 

- 

2,100 

Roumania. 

700 

750 

-4- 

50 

Yugoslavia . 

3.900 

000 

- 

3,300 

Portugal. 

000 

350 

- 

250 

Japan . 

000 

Nil 

- 

600 

Greece . 

1,000 

050 

— 

350 

Canada . 

900 

Nil 


900 

Australia. 

300 

3,900 

4- 

3,100 

New Zealand .... 

330 

1,750 

+ 

1,420 

South Africa. 

110 

(310) 

_ 

110 

Egypt. 

90 

Nil 

- 

90 

Germany. 

Nil 

77,000 

+ 

77,000 

Hungary . 

Nil 

350 

+ 

350 

Czechoslovakia .... 

10 

1,190 

+ 

1,130 

Bulgaria. 

150 

400 

+ 

250 

Austria. 

Nil 

300 

+ 

300 


It is obvious that such large non-economic payments have 
complicated the balancing of international accounts in recent 
years. Not only are the amounts involved very large in the 
aggregate, but the transfer problems raised by such transactions 
seriously complicate the operations of the money markets and 
add a very confusing element to the forces which maintain the 


1 Economist , Supplement, op. cit. 

* The British debit balance is accounted for by the war debts of the Dominions, 
reconstruction debts and other items excluded from the scope of the Balfour 
Note. 




















delicate equilibrium of the various national price-structures. The 
network of financial transactions involved in the service of war 
debts and in the equally complicated provision and distribution 
of reparation payments has exercised an abnormal influence on 
the processes by which the international exchange of commodities 
and transferences of capital are determined. \ 

In addition to such inter-governmental transactions, however, 
there was, in most countries, a very great increase in the public- 
debt, both internal and external, which resulted from war 
expenditure. Any thorough and accurate study of this question 
would involve separate consideration of the circumstances of 
individual countries, and it is impossible in any brief space to 
summarise the statistics. 

The.growth of war debt was not confined to Europe or to the 
belligerent countries. The public debt of Canada, for example, 
was multiplied eightfold in the war years ; Australia and New 
Zealand, the most remote countries from Europe, incurred 
heavy obligations also ; and, indeed, there was a general world 
tendency to a rapid increase of debt burdens. 1 Even the neutral 
countries were in many cases forced to undertake heavy 
expenditure and to increase their debts, not only because they 
maintained their defence services in a state of readiness for 
war, but also because the State undertook new functions and, 
in particular, intervened to support banks and private institu¬ 
tions the stability of which was disturbed by the dislocations 
of the war period. 

In some of the stronger financial countries, particularly 
those which were creditors on balance, there were ..substantial 
reductions of the total public debt in the first post-war decade. 
The outstanding example is that of the United States, which 
reduced its total debt from $25,482 million at June 30th, 1919, 
to $10,185 million at June 30th, 1930. 2 Canada also reduced 
her debt from $3,041 million in 1920 to $2,545 million in 1930. 3 
In Great Britain, France and Belgium, the reductions were less 
substantial. The total British debt was £7,876 million on March 
31st, 1920, and had fallen to £7,583 million on March 31st, 
1931 ; the French debt fell from 492,938 million francs in 1920 
to 480,821 million francs in 1931 (March 31st); while the Belgian 
debt was reduced from 58,343 million francs at the end of 1925 to 
52,413 million francs at September 30th, 1931. The reduction 


1 There were notable exceptions, as, for instance, in the case of Japan, where 
the international financial position improved materially at this time. Cf. H. G. 
Moulton, Japan ; Washington, Brookings Institution, 1931, Chapter XII. 

2 The debt increased again to $16,801 million in 1931 and also in 1932. 

8 $2,610 million at March 31st, 1931. 
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of the real burden of public debts which resulted from inflation, 
in a number of countries, was very much more substantial than 
the repayments mentioned above, but cannot be measured 
precisely. On the other hand, there is a long list of countries — 
most of the rest of the world, in fact — where the burden of 
indebtedness has steadily increased. It is difficult to make any 
general statement about this widespread tendency to increased 
borrowing in the post-war period. A certain proportion of the 
loans contracted in practically every country was for repro¬ 
ductive purposes. In Europe, reconstruction loans were floated 
from 1921 onwards in order to facilitate currency stabilisation; 
in both Europe and the oversea borrowing countries there was 
borrowing on a large scale for public works and projects of econo¬ 
mic development. 

While any general statement must be made with great 
caution and hedged about with qualifications in particular cases, 
there seems little doubt now that the amount of borrowing in 
the aggregate, for most countries and for the world as a whole, 
was excessive in the years 1925-1929, and made possible only 
by credit expansion. Moreover, under the system of industrial 
financing by bank advances, many loans to private businesses 
recoiled first upon the banks which were interested in the debtor 
industries and, in some cases, ultimately upon the Stale. 

The post-war world, in fact, became entangled in a network of 
indebtedness which constric ted economic activity. The lunda- 
mental instability of this situation was revealed, alter the large 
volume of foreign lending began to dwindle in 1928-29, in a 
growing disparity in interest rates between the money markets, 
on the one hand, of creditor and, on the other, of debtor coun¬ 
tries. By the middle of 1929, the yields of bonds were diverging 
in alarming fashion. 1 As will be shown in a later section of this 
chapter, this divergence was greatly aggravated as the depression 
proceeded. 

Some of the strong creditor countries were assisted in their 
policies of debt reduction by opportunities of conversion lowering 
the burden of interest payments, and also by opportunities 
of purchasing securities for redemption. 

The high rates of interest which ruled in the war period, when 
so large a proportion of the debt of most countries was actually 
incurred, have, however, raised the average rate of interest 
payable on the aggregate of debt to a much higher figure than 
was customary before the war. To take only one example, the 
war debt of Canada bears interest at an average rate of 4.992 


1 Course and Phases of the World Economic Depression , page 210. 
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per cent, as against an average rate of 3.52 per cent for the pre¬ 
war debt. 

Apart, therefore, from the important effect of such heavy 
burdens of governmental indebtedness in disturbing the normal 
operations of the money markets, the post-war world was 
burdened with a precarious budgetary situation in almost every 
country, created in large pari by the necessity of providing so 
large a proportion, not only of the Government receipts, but of ' 
the national income for debt service. The serious nature of this 
drain on the national income oi several important countries is 
shown in the table below: 


Governmental , State and Local Debt Service. 1 
(National Currency (000,000’s omitted).) 




lvsti mated 
national 
mi ome 



Debt service as a 
percentage ol 

Ye a i 

Country 

Total public 
expendituic 

Debt 

service 

National 

income 

Total 

public 

expen¬ 

diture 

1925 ... 

Belgium 

31,0002 

8,831 

2,388 

7.7 

28.7 

1928-29 

Germanv 

75,100 

18.(501 3 

829 s 

l.l 3 

O.l 3 

1925-20 

Italy 

90,000 2 

22,295 

5,021 

5.6 

22.6 

1925-2(5 

United 1 
Kingdom 

4,150 

1,083 

382 

9.3 

35.4 

1929... 

United 

States 

85,200 

13,062 

2,607 

3.6 

20.0 


1 Sources : 

Belgium : Finanzen und Steuern , Berlin, 1930, page 596. Bauduin : “ Le 
Revenu national en 1930 ”. Bulletin d'information et do documentation , 
25 mai 1930. 

Germany : Statistisches Jahrbuch fiir das Deutsche Reich , 1931, pages 457 
and 485. 

Italy : Finanzen und Steuern : Berlin, 1930, pages 607 and 667. 

United Kingdom : Finanzen und Steuern , Berlin, 1930, page 575. Economist, 
Budgetary Supplement, April 1930. 

United States : Cost of Government 1929-30. Washington, 1931. Of the 
total debt service, $1,124 million were used for amortisation. 


8 1927. 

8 Reich, L&nder und Hansestadte only. Debt of local authorities was, at 
March 31st, 1929, 9,940 million RM., while the debt of Reich, Lender und 
Hansest&dte amounted to 11,930 million RM. at the same date, not including 
reparation payments. 
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Certain further comments are necessary in regard to the 
table. The statistics are not comparable between countries, 
since the estimates of national income are not compiled on a 
uniform method. Moreover, payments on account of foreign 
war debt service began at different dates. The Belgian and 
Italian debt settlements came into force in 1926, so that the 
iigures shown above do not disclose the present position. The 
effect of the British settlement with the United States, which 
came into effective operation in 1924, is shown clearly. 

During the years 1924-1929, compositions and settlements 
in regard to war debts, as well as reparations, followed one 
another until a complicated system ol payments, which in the 
aggregate were very large, was built up. These payments 
seriously disturbed the balances of international - payment, 
particularly since the transfers of goods rendered necessary By 
them were hampered by increasing tariff restrictions. Large 
capital movements made it possible to make the payments for 
a few years ; but, when the flow of capital dwindled in 1928-29, 
the aggravated transfer difficulties that ensued caused a collapse, 
first of prices and then of international trade. 

The tall in prices, in turn, made the burden of debt payments 
very much heavier, and, as the depression worsened and transfer 
.difficulties became greater, the adjustment of international 
debts was more and more obviously necessary. 


( iii ) Expenditure on Akm\ments. 

Prolonged and intricate technical discussions by budgetary 
experts at the Disarmament Conference and its Preparatory 
Commission have shown how difficult it is to establish in accurate 
detail comparable statistics of expenditure upon armaments. 
The definition of armaments is not a simple question. There 
are great differences between the organisation of defence in 
various countries, between the systems of accounts, and between 
the levels of prices, salaries and wages. But, if comparisons 
between the expenditures of different countries are difficult, 
this is not equally true of comparisons of the expenditure in 
each country at different periods. The information supplied 
by the various Governments for the purpose of the Disarmament 
Conference, 1 while not complete and uniform in all cases, is 


1 Cf. League of Nations Armaments Yeui-Book (Special Edition), Geneva, 1932, 
and the series of Disarmament Conference documents which contain the fuller 
information supplied hy the various Governments for the purpose of the 1932 
Disarmament Conference. 
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adequate enough to show beyond doubt th gf thp enst. iiLpre* 
paration for possibje W4r is a heavy burden on national budgets, 
in most cases as heavy a burden as in the pre-war period (abso¬ 
lutely but not always relatively to the increased governmental 
expenditures). It is, moreover, in many cases an increasing 
burden. 

It has been shown that the proportion of the budgets of 
European States which is attributable to past wars and to the 
possibility of future wars is in some cases ( e.g France and Great 
Britain) as high cent. 1 Comparison in this respect 

with the United States is not possible, because the scope of the 
federal budget is more limited and a greater proportion ol govern¬ 
mental expenditure is incurred by the States. Moreover, it is 
no longer possible in the modern world to confine war and 
preparation for war within narrow limits. The heaviest cost 
lies in the check to international economic co-operation which 
arises from war, its preparation and its aftermath. There are 
certain countries which have enjoyed a long period of peace. 
Sweden and Switzerland, for example, have not been engaged in 
war for over a hundred years. In these countries, however, the 
indirect cost of war, even to neutrals, is reflected in heavy debt 
"charges, a large part of which was incurred in the last European 
war. The destructi\c efficiency with which modern warfare is 
waged and the necessity for extending its preparation and 
conduct into every aspect of economic and social life leave no 
country unscathed. 

A comparison with pre-war levels of expenditure, even 
allowing lor the higher level of prices ruling before the present 
depression, shows that, with the exception of Germany, current 
armament expenditure in most cases tends to reach, and in some 
cases to exceed, the pre-war rate. Reductions of expenditure 
up to 1930 were not nearly as great as the fall in the purchasing 
power of money in the depression. The maintenance of arma¬ 
ment budgets at their present levels therefore means a substantial 
increase in the real as distinct from the nominal budget. There 
is a strong economic case for reduction because of this fact 
alone. 


( iv) The Cost of Social Services. 

The increasing cost of social services, as distinct from the 
older administrative activities of public bodies, was a substantial 


1 Per Jacobsson, “ Armaments Expenditure of the World ” (reprinted from 
the Economist , “ Armaments Supplement ”, October 19th, 1929). 
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cause of budgetary difficulties in many countries even before 
the depression set in during the latter part of 1929. The defini¬ 
tion of social services varies in current literature. In particular, 
such services as education, rendered, at least in theory, to the 
whole community, are sometimes included. The line is difficult 
to draw ; but there is a distinction between expenditure upon 
such items as education and that upon services rendered or 
payments made to particular classes of people as compensation 
for economic hardship. There is a general tendency, as produc¬ 
tivity increases and standards of living rise, for education and 
similar services to be improved. In addition, as the political 
power of democracies is exercised, an increasing number of social 
services, strictly defined, are undertaken by public bodies. 
These are not always clearly distinguished, as when provision 
for the feeding or medical care of schoolchildren is made by 
educational authorities. 

In the strict definition of the term, social services include 
blousing schemes ; provision for protection and compensation of 
workers ; old-age, invalidity and widows’ pensions; family 
allowances; unemployment, health and accident insurance ; 
poor relief ; and similar governmental activities. There has 
been a marked extension of such services in recent years, but 
social insurance may be traced back to the reform programme 
initiated by Bismarck in Germany during the 'seventies ; 
old-age pensions were first introduced in Denmark in 1891, 
and New Zealand initiated a poliev of wage regulation in 
1894. 

Many of the schemes introduced to safeguard the economi¬ 
cally weaker members of the community involve contributions 
from employees, or workmen, or from other recipients. Such 
pension schemes as those which apply to civil and other public 
servants should properly be regarded as part of the cost of 
administration. War pensions should be classed as part ol the 
war burden of the country concerned. In so far as contributory 
schemes — for example, of various kinds .of insurance — are 
independent of State subsidies, they cannot strictly be classed 
as social services. But the tendency is for the public expenditure 
on such services to increase, and to cause a considerable redis¬ 
tribution of income from taxpayers to the recipients of public 
expenditure. 

Comparable statistics of social expenditure in different 
countries are not at present available. 
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The statistics for Germany have been calculated as 
follows : 


Public Expenditure (including State and Municipal Grants) 
on Education , Social Welfare and Housing . 1 



1913-14 

1925-26 

1928-29 

Education. 

Social welfare. 

Housing. 

Total public expenditure . . . 

Estimated national income . . 

HI 

1,392 

691 

31 

.1. <000,000’ 
2,370 
2,453 
1,070 

s) 

3,198 

3,586 

1,542 

7,178 

14,465 

20,801 

45,700 

59,900 

75,400 



1913-14 

1925-26 

1928-29 N 

Social Welfare and Housing : 

: 

i 



(a) As a percentage of total 
public expenditure . . . 

(b) As a percentage of natio¬ 

i 

10 

24 

25 

nal income. 

1.6 

5.9 

6.8 


The magnitude of the problem is clear from the percentages 
quoted above, which are an understatement, since there are 
large contributions by employers and employees to social insu¬ 
rance which do not pass through the public accounts. These 
have been estimated as rising from 2.5 per cent of the national 
income in 1913 to 7.4 per cent in 1929. 2 

In Great Britain, the increase of‘expenditure on social services 
has also been great. The sums spent in England, Scotland and 
Wales from local rates, parliamentary grants and other receipts, 
such as unemployment contributions, rents, fees, etc., were 
calculated by the Economist as follows : 3 


1 Einzelschriflen zur Statistik des deutschvn Reichs, Nr. 10, and Statistisches 
Jahrbuch, 1931, pages 459 and 532. 

* Finanzen und Steuern , Berlin 1930, page 550. 

8 Economist , “ Budget Supplement ", April 9th, 1932. 


17 
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Year ending March 31st 



1921 

1924 

1928 

1929 

1930 

Unemployment 
insurance . . . 

10.8 

i 

48.0 

(000,000's) 

42.8 

53.8 

53.3 

Health insurance . 

29.9 

30.9 

37.6 

39.9 

38.6 

War pensions. . . 

100.9 

69.6 

56.9 

54.0 

51.4 

Other pensions . . 

20.8 

24.0 

45.6 1 

58.7 1 

1 62.2 

Education .... 

88.8 

86.6 

91.1 

97.0 

100.5 

Working-class 






housing .... 

4.7 

16.6 

26.7 

31.6 

35.6 

Poor relief .... 

31.3 

41.9 

45.5 

43.9 

45.0 

Miscellaneous 2 3 . . 

16.5 

14.5 

16.5 

16.9 

17.4 

Total. 

306.7 

332.1 

366.0 

395.8 

401.0 

Total (less war 
► pensions and 


1 




education) . . 

117.0 

175.9 

214.7 

1 

211.8 

252.1 

Total, less war 



| 



pensions and 



1 



education, as a 
percentage of 


i 

i i 




national income 5 

■ 

4.2 

5.1 

5.6 

6.3 


In France, Belgium, Italy and the United States, the propor¬ 
tion of public expenditure (and of national income) devoted 
to the social services is much less than in Germany or Great 
Britain, but has tended to increase in the depression period. 

In many of the newer countries, particularly Australia and 
New Zealand where the social movement gained striking successes 
in the last generation, the increased cost of social services has 
also been noticeable. In both Australia and New Zealand, the 
depression has caused substantial reductions in educational 
expenditure, old-age pensions and other social services. 

The report of the British Committee on National Expenditure 
(the May Committee) published in July 1931 4 drew attention, 
in a series of striking introductory paragraphs, to certain urgent 
problems of Government expenditure and parliamentary control 


1 Includes widows', orphans’ and old-age contribulory pensions under the Act 

of 1926. 

3 Including expenditure on hospitals, rnaternitv and lunacy. 

3 This table is not comparable with the preceding table showing German 
statistics. 

4 Cmd. 3920. 
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over financial commitments. Services financed by loans or by 
subsidies based on loans pile up subsidy obligations for the 
future, so that, “ even if the services were immediately closed 
down, the taxpayer must continue for many years to provide 
large sums annually to liquidate past commitments In much 
the same way, civil service pensions involve liabilities which do 
not fully emerge until many years after the legislation is enacted. 
The comparatively light expenditure in the initial stages of 
schemes for old-age and widows’ pensions tends to be met in the 
same way from current revenue as they fall due, instead of being 
provided for by the setting aside each year of amounts fully 
equal to the actuarial liability incurred. 1 

There is a marked tendency towards a rapid growth of 
commitments which become progressively more burdensome, 
but which cannot easily be reduced. Whatever view is taken 
of the justice of the expenditure in itself, there is an evident 
need for caution in the methods by which liabilities are appraised 
before legislation is passed. 

Since existing legislation has created large and increasing 
liabilities in many countries, it is clear that a temporary reduction 
of rates of expenditure is not a final solution of the problem. 
The May Committee reported that “ only with an increasing 
revenue can we continue to provide even our existing services 
without additional taxation ”. It is probable, therefore, that 
the problem of the social services will remain a storm centre 
of controversy for some time to come. The conflict of social 
philosophies that lies behind the controversy has been developing 
for many decades and will remain a central problem in social 
politics long after the immediate stress of the present financial 
depression has passed into history. 


(u) The Effects or the Depression upon 
Budgetary Starili rv. 

The preceding sections of this chapter have dealt largely 
with the budgetary strain that developed before the depression 
set in and was, indeed, an important cause of the depression. 
W hen p rices fell steadily during 1929 and precipitously -after 
October of that year, the strain was greatly aggravated.^ The 
disorganisation of production and trade which followed made the 
budgetary position in nearly every country still worse, so that 
the depression became a further cause of budgetary disequilibrium. 


1 Ibid, Paragiaplis 11 to 18. 
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Moreover, the heavy taxation burdens rendered necessary are 
a real obstacle to recovery. 

The sequence of causation is very clear. The first effects 
of depressed conditions of trade are felt in a pressure for increased 
governmental expenditure, especially on the social services. But 
Tailing prices and diminished trade soon reduce tax receipts, 
while the cost of debt services and other forms of expenditure 
which are fixed by contract in terms of money remain at their 
former level. Income taxation as a whole falls off as profits 
diminish and incomes are reduced ; the revenue from Customs 
and excise duties declines as trade decreases and unemployment 
spreads, and there is an all-round shrinkage of receipts. Deficits 
appear and must be met either by fresh taxation, by public 
economy, or by borrowing. It requires not only public spirit 
but some elasticity in the tax system to raise adequate amounts 
of fresh taxation in a time of trade depression, but in many cases 
elasticity had been strained almost to breaking-point by heavy 
and long-continued taxation. Public economy, on the other hand, 
is difficult of achievement. Resolute and strong Governments 
in countries which still have financial reserves may achieve both 
higher taxation and reduced expenditure. The immediate 
post-war experiences of inflation are still vivid in the social 
memory of many countries, and therefore the most determined 
efforts have been made and are still being made to maintain 
balanced budgets. But in many cases such a balanced position 
rests upon moratoria which give temporary relief Irom important 
items of expenditure. 

In the following table, the total receipts and expenditure 
during the years 1929-30 and 1930-31 are given for a number of 
countries for which closed accounts are available. 



Summary oj Budget Accounts. 
Closed Accounts. 




1929-30 

1930-31 

Rev¬ 

enue 

Expen¬ 

diture 

Bal¬ 

ance 

Rev¬ 

enue 

Expen¬ 

diture 

Bal¬ 

ance 







(000,000's) 



South Africa . 


£ 

61 

73 

- 

12 

57 

71 

— 14 

Canada . . . 


SC 

41!) 

393 


56 

357 

435 

- 78 

United States. 


$ 

4,171 

3,994 

-T- 

180 

3,317 

4,220 

903 

Brazil .... 


Milreis 

2,311 

2,224 

T 

117 

1,757 

2,583 

- 826 

India .... 


Rupee 

1,105 

2,016 

— 

611 




Japan .... 


Yen 

1,536 

1,736 


200 




Germany. . . 


KM. 

10,611 

11,352 


712 

10,655 

11,740 

-1,085 

Austria . . . 


Schilling 

2,075 

2,027 

r 

48 




Bulgaria . . . 


Lev 

6,713 

10,419 

- 

3,736 

5,655 

6,946 

—1,290 

Denmark . . 


Krone 

379 

371 


8 

395 

391 

+ i 

Spain .... 

• 

Peseta 

3,725 

4,056 

- 

331 

3,735 

3,697 

4- 38 

Estonia . . . 

■ 

Kroon 

91 

96 


5 

90 

97 

— 7 

France.... 

• 

Franc 





50,988 

53,630 

-2,642 

Greece . . . 


Drachma 

9,951 

18,363 

— 

8,412 

10,220 

11,180 

— 960 

Hungary . . 


Pengo 

1,480 

1,479 

+ 

1 




Itah .... 


Lira 

20,355 

20,790 


135 

18,647 

20,060 

—1,413 

Nor\va> . . . 


Krone 

377 

396 

- 

19 




Holland . . . 


Gulden 

847 

914 

- 

67 




Poland . . . 


Zloty 

3,029 

2,993 

4- 

36 




Portugal . . 


Escudo 

2,086 

2,062 

i 

21 

2,059 

1,919 

H 137 

Roumania . . 

• I 

Leu 

36,018 

3 1,372 

41,616 




United Kingdom 

£ 

815 

810 

— 

25 

858 

892 

— 34 

Sweden . . . 


Krone 

784 

811 


27 

791 

819 

- 28 

Switzerland . 


Franc 

441 

419 

+ 

22 

577 

570 

4- 7 

Czechoslovakia 


Koruna 

10,441 

10,273 

+ 

169 

9,654 

9,928 

— 275 

Australia. . . 

, 

£A. 

103 

170 

- 

67 

94 

176 

- 82 

New Zealand . 


£N.Z. 

57 

101 

— 

46 

40 j 

97 

— 57 


The diagrams which follow show the movement of bond 
yields in various countries. The strong upward movement 
which developed in many countries, particularly after the third 
quarter of 1931, is an indication of the low prices to which 
Government bonds had fallen in those countries as a result of 
the fear of currency difficulties. 
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|* Actual Percentage Yield of Bonds . 1 

A. According to London Quotations. 
(Logarithmic scale.) 



19 29 


1930 


1931 


1952 


Argentine: 4 % Rescission. 
Australia: 5 % Registered. 
Brazil: 5 % Funding 1914. 
Germany: 7 % 1924 
(Dawes). 


Hungary : 7% % 1924. 
India : 3 J / 2 % Government 
stocks. 

Japan : 6 % 1924. 


Balances of Payments 1930 , Geneva, League of Nations, 1932, page 35. 
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Actual Percentage Yield of Certain Bonds or Groups of Bonds . 
B. According to Domestic Quotations. 1 
(Logarithmic scale.) 



France : Miscellaneous bonds. Roumania: Government bonds. 
Germany : Miscellaneous bonds, Switzerland : Railway bonds. 

8 % and less. United Kingdom: Consols,2% %. 

Hungary: Forced Loan 1924,5 %. United States of America: 60 
Italy : Rentes , 3 y 2 %. miscellaneous high-grade 

Poland : Government bonds. bonds. 

1 Ibid , page 36.. 
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These diagrams clearly reflect the investors’ appreciation 
of the difficulties being experienced by many countries in 
balancing their budgets. Those countries which experienced 
difficulties in transferring the credits due for external payments, 
even though their budgets were balanced in terms of their 
national currencies, are in an even worse position. 

As these lines are being written, the Lausanne Conference 
is meeting in its first sessions. The international financial 
situation in all its gravity is to be the subject of consideration 
by the responsible statesmen of all the principal Powers con¬ 
cerned, with the exception of the United States. Plans for 
aid to those countries the financial position of which is most 
immediately threatened have been carefully prepared and 
linked with wider schemes of economic restoration. Upon the 
decisions taken in regard to such plans hang, not only 
the solvency of the countries immediately concerned, but the 
possibility also of avoiding a Mother serious aggravation of the 
financial depression, with all the consequences that such an 
aggravation might entail. 

While no one would deny or minimise the importance of 
securing international agreements, especially in regard to measures 
designed to relieve those countries which are suffering by reason 
of the difficult transfer problem, it is obvious that a firm and 
prudent control of public finance is also necessary. In so far as 
the difficulties of transferring external payments arise indirectly 
from concealed budgetary weaknesses in the debtor countries, 
their permanent solution can be found only by reductions of 
public expenditure. Even in the stronger creditor countries, 
as the bond yields for the United States and France bear witness, 
the prospect of large deficits causes alarm. Recovery from the 
depression is dependent, inter alia, upon such readjustments of 
public expenditure and taxation as will assure equilibrium in the 
public finances, allay the fears of investors, avert further violent 
movements of short-term credit balances, and, above all, afford 
the possibility once again of capital accumulation in place of 
capital consumption. 



Chapter X. 

THE DEVELOPMENT OF COMMERCIAL POLICY. 


(i) The Significance or International Trade. 

S,The rapid and cumulative fciwtli of international trade in 
the modern world is primarily the result of scientific discovery 
and the mechanical inventions and commercial organisation 
based upon it. Between 1900 and 1928, it has been estimated 
that the total value of recorded world trade rose from $21,000 
million to $66,700 million, and, even if allowance is made for 
the different le\els of prices and for the fact that there were 
more countries recording at the latter date, the quantum of 
commodities transferred probably doubled in this period. 1 With 
this increase of commodity trade has gone a greatly increased 
volume of international capital movements. The economic 
and social importance of these developments may be seen, not 
only in the interdependence of the modern world, but equally 
in such social consequences as the disruptive influence which 
has been exerted in ancient civilisations like those of Asia, and 
in the settlement and rapid progress of the newer countries of 
North America and Oceania. 

Such a strongly marked tendency towards increasing inter¬ 
national economic co-operation provides the clearest possible 
example of the importance of considering the background of 
economic fact against which economic and political policies must 
be administered. The impetus of the forces which are responsible 
for this tendency is by no means spent. Individual trading 
initiative is still powerful, and the network of international 
trade and finance which it creates becomes increasingly impor¬ 
tant. Indeed, the progress of the natural sciences constantly opens 

1 Europe — United States , Vol 2 “ Development of trade and Capital, then 

Distribution and Competitive Conditions between the Two Areas since 1900 ”, 
page 10, International Chamber of Commerce, 1931 
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up new vistas of change, as, for example, in aerial transport 
and electrical communication. 

Moreover, increasing ease, certainty and cheapness of 
communication tends in itself to break down the disparities 
between social organisation in different areas. Standards and man¬ 
ners of living tend to approximate more to a single world pattern. 
There still remain enormous differences between the economic 
and social life of different countries, but the consciousness of 
these differences is steadily increasing. New inventions rapidly 
become universalised. Motor vehicles, safety-razors, electric 
elevators, and a host of similar modern inventions are universally 
advertised and desired. Exotic products, such as tea, silks, coffee, 
cocoa, introduced first as luxuries, rapidly become necessities 
of civilised life, and demand for them is insistent upon not only 
cheapness but regularity in bulk supply. Specialisation of 
industrial production has created the huge international trade 
in “ tonnage ” minerals, foodstuffs and raw materials, while 
equally promoting the reverse flow of manufactured products. 
The improvement of productive processes becomes dependent 
also upon the rarer “ poundage ” minerals and raw materials — 
tungsten, antimony, aluminium and their like. There has been, 
in fact, an irresistible pressure towards international economic 
co-operation. A large part of the history of the nineteenth and 
twentieth centuries is connected with this pressure, as new 
lands were opened up, not in the search for fugitive, easily 
procured wealth, but with the double object of securing sources 
of raw materials and markets for finished products. Nor was 
this pressure confined to comparatively empty or weakly popu¬ 
lated lands. The densely peopled ancient civilisations of Asia 
have equally been drawn into the world economy which is in 
process of creation by the initiative of traders. 

The more irregular development of international trade since 
the war and the commercial policies built up to cope with its 
fluctuations must therefore be viewed against a background 
of increasing interdependence. That interdependence of the 
peoples of the world has received growing recognition ; but 
against it must be set the immensely powerful .and. important 
forces of nationalism. The contrast is not simply that between 
economicTorces promoting internationalism and political, social 
or cultural motives for the preservation of national unities, so 
much as between different conceptions of social life and progress. 
Not all the economic forces foster international development. 
There are, indeed, powerful economic motives which work against 
it. At the same time, the political and social philosophy of 
world unity opposes itself increasingly to the conception of 
national cultural sufficiency. 
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The great problems of commercial policy, national and 
international, are deeply rooted therefore in the realities, not 
only of economic activities, but equally of social philosophies. 
It is perhaps for this reason that the mid-nineteenth-century 
movement towards universal free trade was quickly checked. 
The “calico millennium”, forcibly as its advantages impressed 
contemporary Europe, was far from winning universal support 
even in the first flush of its early triumphs. The same conflict 
has lain behind the indecision of commercial policy in the post¬ 
war world. 

The fact of interdependence among the nations has, indeed, 
become clearer. The creation of an increasing number of 
institutions — legal, political, financial, commercial — to deal 
with tlxe international relations of a rapidly, changing world 
is clear evidence of this. But the pace of economic development 
has accelerated, and with it the scale and rapidity of social 
change is greatly increased. In the stricken, disorganised post¬ 
war world, on the other hand, stability of economic and social 
organisation appeared very desirable. Nations faced with immense 
problems of reconstruction, or, in the case of new political units, 
of construction, in every aspect of their organised life, were not 
well placed to cope with the drastic readjustments entailed in 
the free and unhampered development of international trade. 
Peasant communities in Eastern Europe found the wheat 
production which was one of their economic bases imperilled 
by imports of cheaper wheat produced by machine methods 
in the large-scale fanning enterprises of the New World. The 
establishment, re-establishment or maintenance of manufacturing 
production in many countries encountered equally formidable 
competition. At every turn, the reintegration of the post-war 
world seemed to involve great and difficult rearrangements of 
productive organisation. 

On the other hand, retreat to the simpler, more stable forms 
of national economy involved the risk, not only of losing the 
advantages of specialisation, but of throwing into disorder the 
already intricate network of international finance. The regular 
supply of exotic commodities which have now become necessities 
either for consumption or for industrial production, the main¬ 
tenance of sufficiently large markets to make possible standardised 
production of manufactured goods on a large scale, all the 
processes of territorial division of labour, have come to support 
levels of living which are impossible of attainment without such 
international co-operation. 

The problem of commercial policy in the post-war world, 
therefore, is one of securing these advantages without jeopardising 
social and economic stability, of controlling without unduly 
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delaying the progress of economic change. The following sections 
will indicate sufficiently the conflicting aims of policy in recent 
years. It is evident that no resolution of the conflict has as yet 
been reached, and equally evident that the forces at work are 
so powerful that the search for a solution must go on. 


fii) The Growth of Economic Nationalism. 

In the first chapter of this Survey , reference was made to 
some of the ways in which the war of 1914-1918 disturbed eco¬ 
nomic organisation. It is difficult to measure with any exactitude 
the extent to which international trade was reduced. The 
available statistics are complicated by varying degrees of currency 
inflation, and the movement of war materials is difficult to 
separate from normal trade, which, indeed, could hardly be said 
to exist in the abnormal circumstances. Virtually all interchange 
between the belligerent groups ceased, neutrals were affected 
by blockades and controls, and, despite the stimulus given to pro¬ 
duction and trade in areas outside Europe, the bulk of world 
trade declined heavily. 

Apart from the general decline and the very considerable 
shifts in the relative positions of the various countries in this 
respect, there were other special factors which rendered com¬ 
mercial policy both complex and unstable at this period. One 
result of the peace treaties had been the creation of many new 
States in Europe and considerable alteration of frontiers. In 
this way, not only were new Customs barriers erected, but new 
industrial and commercial groupings cut across existing organ¬ 
isation. The revenues needed by States at this period of financial 
exhaustion reinforced the strong pressure for protection of 
the new economic units. 

The war had left many legacies of trade restrictions and 
governmental practices which operated as interferences with 
trade. Requisitions, controls, priority systems, prohibitions 
of import or export, price fixation, Government monopolies 
and enterprise all reinforced the effect of tariff barriers. But 
probably the greatest hindrance to trade arose from the disordered 
state of the various currencies. Inflation in various degrees, 
continually changing and increasing taxation, exchange rates 
that fluctuated not only from day to day but from hour to hour 
demoralised the contractual basis of regular trade. 

It was for this reason that Governments, acting in concert 
with the international organisation of the League of Nations 
and through diplomatic conferences, devoted their first efforts at 
reconstruction to financial and currency problems. The success 
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of these concerted efforts was encouraging. Agreements, par¬ 
ticularly at the Brussels Conference (1920), on the principles of 
currency and financial administration 1 were quickly followed 
by efforts to balance national budgets, which ultimately put 
an end to inflation. Provisional agreement on reparation questions, 
concerted effort to stabilise the financial situation of certain 
European countries and a general measure of recovery from the 
depression of 1921 had restored world production and trade 
to the pre-war level by 1925 and had also paved the way for 
further recovery in Europe, which still lagged behind the rest 
of the world. 

The lower level of prices ruling after 1921 had aggravated 
the effect of tariff barriers by increasing the real burden of the 
wide ranges of specific duties which had been imposed at a time 
when prices were higher. The addition of many new tariff 
barriers, the raising of their levels and the survival of many 
irritating and restrictive prohibitions and controls imposed 
during the war also pointed to restrictive commercial policies 
as an outstanding obstacle to the renewal of international 
economic co-operation. 

The World Economic Conference which met in May 1927 
surveyed the whole field of trade restrictions and was practically 
unanimous regarding the necessity for their removal. The 
Conference made, in fact, a categorical declaration that “ the, 
time has come to put a stop to the growth of Customs tariffs 
and to reverse the direction of the movement Three possible 
lines of action were envisaged — individual action by States 
with regard to their own tariffs ; bilateral action through the 
conclusion of suitable commercial treaties ; and collective action 
by the negotiation of multilateral agreements. The Conference 
was important, therefore, mainly as a demonstration of the 
widespread recognition of the importance of international 
economic co-operation. Its discussions, resolutions and reports 
form what is virtually a manifesto of a movement towards 
freer trade conceived not on national but on international lines. 
The validity of this general programme has been many times 
reasserted ; but action in such matters is the prerogative of 
national Governments and, as succeeding events will show, the 
forces of economic nationalism have overwhelmed them. The 
course of events has, almost without exception, been away 
fromjFreer 'co-operation, so that, In 1932, international trade is, 
in fact*-far more restricted than it was five years earlier when 
the World Economic Conference unanimously affirmed the 
value and necessity of freer world trade. 


1 Report of Brussels Financial Conference , 1920 (document C.10.M.7.1923). 
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Apart from the survival of many war-time prohibitions, 
restrictions and hampering regulations, there had been, as soon 
as the war ended, a remarkable exhibition of nationalist economic 
policies. In part, they were designed to protect the new industries 
and channels of trade that had been opened up during the war 
period. There was fear also of exchange dumping and of renewed 
competition from Germany. The chemical industries in particular 
were regarded as vital for military reasons. The heavy industries, 
like iron and steel, and many so-called key industries were 
protected also. Great Britain, France and Italy all imposed 
protective tariffs in the years 1920 and 1921. The newer European 
States also hastily erected tariff barriers to protect and foster 
their industrial development. Up till about 1925, therefore, 
there was a general upward movement of tariffs, particularly 
marked in relation to industrial products. The memorandum 
on Tariff Level Indices, prepared for the World Economic 
Conference, shows also that, in many overseas countries such 
as Australia and India, there had been a marked rise in the 
tariffs imposed upon manufactured articles. 1 

When the World Economic Conference met in 1927, the tariff 
situation, however, still remained fairly open. With the compa¬ 
rative settlement of currency disorders and the general recovery 
of production and trade after 1924-25, it was possible, and even 
necessary in a great many countries, to consider the consolidation 
and stabilisation of tariff and Customs arrangements that had 
been devised as temporary measures in the previous years of 
wide price fluctuations. The whole period 1921-1926 was 
characterised by great activity in regard to tariff and Customs 
legislation, and many important commercial treaties and bilateral 
agreements were concluded. These, however, were mostly for 
very short periods of a year or less and, in 1927, there still 
remained the possibility of negotiated concessions and adjustment. 

The Economic Consultative Committee set up by the World 
Economic Conference was able to report at its first meeting in 
1928 that “the effect of the Conference has already substantially 
- checked the upward movement of tariffs, which was in full 
swing in May 1927 ”. The bases for this statement were mainly 
the abandonment by certain States of tariff increases that had 
been contemplated, the negotiation of several bilateral agreements 
which contained tariff reductions, a marked tendency to conso¬ 
lidate and stabilise tariff schedules, and the negotiation of the 
first multilateral agreement aiming at the abolition of import 
and export prohibitions and restrictions which had survived 


1 Tariff Level Indices (document G.E.I.37). Sec also A. Loveday, Britain and 
World Trade. London: Longmans, Green & Co., 1931, pages 35-46. 
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from the war period. An outstanding example of the more 
co-operative attitude of leading countries was the commercial 
treaty between France and Germany which was finally agreed 
upon in August 1927 after negotiations which had extended 
over three years. 

Some progress was being made, therefore, along all three 
lines which the Conference had laid down — unilateral tariff 
action, bilateral treaties and multilateral conventions. In 
addition, a beginning was made with the examination of various 
forms of administrative protectionism and similar hindrances to 
the free flow of world trade. 

The impetus thus derived from the World Economic Con¬ 
ference was, however, both limited and temporary in its effects. 
In regard to unilateral tariff action, the most that could be 
claimed was that, for some months alter May 1927, there appeared 
to be a halt in the imposition of higher duties. The Economic 
Consultative Committee, in its second report (May 1929), recognised 
that, while “ the check to the forces which are continuously 
being exerted in every country in favour of greater protection 
has persisted ”, there was, even in 1928, little sign of “ a mo\e 
in the opposite direction On the contrary, there were many 
signs that the protectionist current was setting in more strongly 
than ever. By the beginning of 1929, there was no longer any 
doubt of this tendency. 

The forces making for higher or lower tariff policies thus 
seem to have been evenly poised for a few months ; but the 
international outlook faded as the agricultural States of the 
world began in 1928-29 to feel the first stringency which preceded 
the depression. In 1928, Persia and China introduced their 
first autonomous tariffs, while Spain, Peru and Chile made 
general revisions. In Europe, particularly in Germany and Sweden, 
there were revisions and eliminations, mostly of a downward 
character except in regard to the agricultural protection mentioned 
below. The Economic Consultative Committee at this time 
recognised that the issue, a drawn battle in 1927-28, would be 
decided by the character of the new tariffs under (mo¬ 
deration in 1929 by Brazil, Egypt, Finland, Mexico, Portugal, 
Roumania, Spain, Turkey and the United States. 

The development of agricultural protection in Europe, however, 
proved to be decisive. The continuous raising of tariff duties 
oil industrial products in so many States, during the period 
1921-1925, had left what the agricultural producers regarded 
as an invidious and unbalanced tariff situation. As long as 
food imports were needed in post-war Europe, agricultural prices 
remained relatively satisfactory ; but the new German tariff 
law of 1925, which reimposed higher duties on food impoits, 
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proved to be the beginning of a strong upward movement of 
agricultural tariffs designed to protect home agricultural markets. 
In protecting its agriculturists, Germany had progressively to 
close its markets to the producers of other countries. In so 
doing, it became necessary to denounce the commercial treaties 
with Holland, Finland and Sweden, in so far as they related 
to imports of agricultural products. Moreover, the original 
restoration of food duties in 1925 had imposed the “ middle 
rates ” of 1902, but successive revisions raised these rates until, 
in 1929, a new and much more drastic range of duties was 
imposed, only to be replaced in April 1930 by even more prohi¬ 
bitive rates which, as the depression deepened, were supple¬ 
mented by the variety of administrative measures discussed 
later. 1 

These developments were paralleled in many other European 
States, and the agricultural countries of Central and Eastern 
Europe, crushed between the strong competition from the 
large-scale cereal and meat producers of the newer lands such 
as Canada, Australia and the Argentine, and the progressive 
closing of their neighbouring markets, were themselves forced 
into high protection and other restrictive measures. As the 
depression developed, the free markets, particularly for grain, 
constantly narrowed. Italy, France and Germany erected higher 
tariff barriers and supplemented them with administrative 
measures ; in Norway, Sweden, Czechoslovakia and Switzerland, 
State controls or monopolies govern the markets. Milling 
regulations, quotas, import licences further protect the home 
growers. In Roumania, on the other hand, there is a direct 
export bounty, and in Hungary a tax on flour consumption, 
while in Germany, Poland, France, Czechoslovakia and Austria, 
the export of cereals is encouraged by the issue of “ import 
bonds ” to exporters of grain. 

It was this pressure for agricultural protection which destroyed 
the movement towards freer trade in the years 192Znnd 1928. The 
plight of the agricultural countries of Central and Eastern Europe 
illustrates very well the fundamental maladjustments that 
created the depression. The agricultural producers in these 
countries are faced with heavy competition from overseas 
exporters, burdened with over-borrowing, their migration re¬ 
stricted, their trade outlets closed. Despite repeated efforts to 
discover some method of economic co-operation, they are in 
1932 forced back, in self-defence, to increasing measures of 
import restriction, financial difficulties, and lowered standards 
of living. 


1 See section (iv). 
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Alarmed at the prospects of a new tariff war, of which the 
signs were clearly visible in 1929, the meeting of the Assembly 
in September 1929 had given favourable attention to the pro¬ 
posals made for a “ tariff truce ” to last for two or three years, 
during which time negotiations might be undertaken for a 
more permanent settlement. The immediate effect of the proposed 
truce was to accelerate action on the part of many States which 
deemed their tariffs too low, or desired to gain a more advan¬ 
tageous bargaining position. A new impulse was given, therefore, 
to the already powerful forces making for higher protection. 
The later development of the proposal for a tariff truce is more 
conveniently considered below. 

From the middle of 1929, the steady deepening of depression, 
particularly in the raw-material-producing countries, greatly 
reinforced the pressure for higher tariffs. At this period, there 
appeared the additional motive of reducing imports in order to 
provide a strong favourable or active export balance from which 
the heavy overseas financial commitments of these countries 
might be met. From this time forward, therefore, the usual 
protectionist and revenue arguments for higher tariffs were 
reinforced and quickly overshadowed by the necessity for 
securing an active “ balance of trade ”. 

The whole movement was undoubtedly accentuated both by 
the alarm and resentment felt in many countries as the discussions 
of the new Hawley-Smoot tariff dragged on in the United States 
Congress from May 1929 to June 1930, and by the real effects 
of that tariff when it went into operation. It was followed 
quickly by new tariffs in many oLher countries, among others, 
Canada, Cuba, Mexico, France, Italy, Spain, Australia, New 
Zealand. In the case of the British Dominions, higher general 
tariffs were accompanied by an increased measure of imperial 
preference, and the general idea of a more extensive system of 
preferential duties with the British Empire was appreciably 
advanced. 

It is obvious, therefore, that by the end of 1930 the protec¬ 
tionist current was running at full tide. The unilateral action 
of the various States mentioned above had brought into existence 
tariffs that were appreciably higher all round. The deepening 
of the economic depression throughout the year made still more 
strongly for economic nationalism and, in the scramble for 
national security, the international aspects of tariff alterations 
did not weigh heavily. 

When_the financial crisis supervened in the Spring of 1931, 
the imposition of restrictions upon commerce took on panic 
proportions. “ *No country was immune, as the difficulty of 
transferring foreign exchange spread from debtors to creditors. 


18 
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The rapid succession of tariff changes, exchange controls, con¬ 
tingent systems, clearing arrangements is a confusing story 
that cannot be treated in detail, but the inevitable results in 
further restricting the volume of trade, raising the costs and 
complicating the machinery of trade regulation are only too clear. 

Even the briefest record of the details of the almost universal 
movement towards higher tariffs would be impossible in this 
Survey , but reference should be made to the outstanding case 
of Great Britain. For more than ninety years, since Sir Robert 
Peel introduced the budget of 1842, Great Britain had been a 
free-trade country. Indeed, the movement towards freer trade 
began much earlier. The length and strength of this free-trade 
position render its abandonment the more notable. Temporary 
war restrictions and controls, followed by safeguarding duties 
for the protection of key industries immediately after the war, 
had made breaches in the free-trade system ; but the reversal 
of general policy in 1931-32 was more thorough-going and 
complete. The first step in this reversal of policy was the 
imposition of temporary duties of 50 per cent on a long list of 
commodities the importation of which was held to be abnormal 
in quantity. A further list of agricultural, horticultural and 
garden imports was met with similar treatment, in this case 
by the imposition of duties approximating 33y 3 per cent, but 
devised, in some cases, on a sliding scale designed to combat 
the import of early fruit and vegetables. These measures, 
imposed in November and December 1931, were followed in 
the early months of 1932 by legislation establishing a wheat 
quota, and, finally, by a general tariff. The latter was entrusted 
to a specially constituted permanent committee which in April 
recommended an extensive list of duties. 1 The range of duties 
recommended was from 10 per cent to 33y 3 per cent, the main 
grouping being at the lower rates. Imports from the British 
Empire of commodities subject to the new duties are exempt 
pending negotiations with the Dominions. The commodities 
covered by the new duties represent a substantial proportion 
of the total imports of Great Britain. Calculations based upon 
the trade returns of 1930 show a free list of approximately 
only a-third of the total imports, while about 40 per cent of the 
total (excluding 10 per cent, the produce of the Empire) is subject 
to the new duties. Great Britain, therefore, must now be placed 


1 Import Duties. Recommendations of the Import Duties Advisory Committee 
and Additional Import Duties (No. 1) Order, 1932. Cmd. 4066. 

Also “British Tariff Policy 1932" prepared for the Fifth Conference of 
Institutions for the Scientific Study of International Relations, by Members of 
a Joint Study Group of the Royal Institute of International Affairs and the 
London School of Economics and Political Science. 
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among the countries which have at least a medium-range pro¬ 
tective tariff system. 

In recommending the first general tariff in April 1932, the 
Advisory Committee announced its intention not to recommend 
any lowering of duties for at least a year. Since the tariff as 
recommended was adopted by Parliament with few major amend¬ 
ments and the power of interim revision is delegated to the 
Advisory Committee, the use of the tariff for bargaining purposes 
is somewhat restricted by this pledge. Negotiations are actively 
under way also with the self-governing Dominions, and an 
Imperial Conference will meet at Ottawa in July 1932 to discuss 
the imperial aspects of the new regime. Both in the departure 
of Great Britain from its free-trade tradition and in the prospect 
of closer tariff relations within the British Empire, these develop¬ 
ments change significantly the whole atmosphere of international 
discussions on tariffs and trade. 


( iii ) Bilateral and Multilateral Negotiations. 

If attention is turned to the bilateral treaties which multiplied 
after 1927, the story is much the same. The method of bilateral 
negotiation for the reduction ol tariff charges was one of the 
most hopeful avenues of progress envisaged by the World 
Economic Conference. This was particularly the case when 
the treaties included clauses for “ most-favoured-nation treat¬ 
ment ”, since successive reductions of duties accrued, not only 
to the contracting parties, but also to all those countries which 
had bargained for most-favoured-nation treatment with them. 

Numerous treaties were negotiated in 1927 and succeeding 
years, and it was evident that they held promise, not only of 
gradual tariff reductions, but also of agreements concerning 
veterinary controls, Customs formalities and many other measures 
of administrative protection. The period for which most of 
them were negotiated was, however, very short, in most cases 
a year only, and the contracting parties therefore retained 
liberty of action. As the tide of protectionism rose during the 
depression, such bilateral agreements became instruments for 
negotiation on a higher tariff level rather than means for a gradual 
approach to an all-round reduction of trade restrictions. 

As the depression deepened, there were two distinct but 
related developments of this method of negotiation, particu¬ 
larly among the European countries. There was much discussion 
of regional agreements, and on December 22nd, 1930, a 
Convention was signed at Oslo by the representatives of 
Denmark, Norway, Holland, Sweden and Belgium which 
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provided a permanent basis for their tariff relations and established 
a procedure of notification among them in regard to tariff changes. 

Other discussions relating to the possibility of regional 
agreements, particularly among the Central and Eastern European 
countries, were complicated both by political considerations 
and by the financial difficulties of those States. Successive con¬ 
ferences of the agricultural countries of Eastern Europe were 
held at Warsaw (August 1930), Bucharest (October 1930), Belgrade 
(November 1930) and Warsaw (November 1930). The eight 
countries represented at these conferences 1 were concerned 
primarily with the depressed condition of agriculture and par¬ 
ticularly of cereal-growing. They contemplated the institution 
of national controls for the sale and export of these products, 
but also asked preferential treatment in regard to them from the 
importing countries of Western Europe. Such preferential treat¬ 
ment, in certain cases, would have cut across the most-favoured¬ 
nation clauses of existing treaties, but was strongly advocated 
as a temporary measure affecting only a comparatively small 
volume of produce on the ground that agriculture was the 
fundamental economic basis of the States concerned. This 
whole discussion was complicated in March 1931 by the announce¬ 
ment of a projected Austro-German Customs Union, a project 
which was later withdrawn by its proposers. 

Bilateral negotiations, extended to the discussion of regional 
agreements, therefore, led back again directly to the international 
aspects of trade restriction and regulation. It is convenient at 
this point to take up the story of the first efforts at multilateral 
negotiations. The World Economic Conference had recom¬ 
mended this as the third method of approach to freer trade, and 
in the course of 1928, as has already been stated, a Convention 
was negotiated for the abolition of import and export prohi¬ 
bitions and restrictions. This Convention was to come into 
force if eighteen ratifications had been received by September 
30th, 1929. At that date, however, only seventeen States had 
ratified it, and a new conference was called in December 1929 
which again failed to secure the necessary agreement. 

Another conference held from November 5th to December 
5th, 1929, to discuss a Convention giving greater liberty to 
foreign resident traders, also broke down on the refusal of certain 
States to change their existing legislation. 

The first meeting called to consider concerted economic action 
in general tariff matters was that convened to take up the pro¬ 
posal advocated at the Assembly in September 1929 for a tariff 


1 Bulgaria, Estonia, Hungary, Lithuania, Poland, Roumania, Czechoslovakia 
and Yugoslavia. 
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truce. It met under unfavourable circumstances in February 
1930, after the failure of the conferences mentioned above and 
after it was clear that the new United States tariff would be 
strongly protectionist. Moreover, the economic depression 
was now well advanced, and the proposal for a tariff truce was 
therefore replaced by a commercial Convention of March 24th, 

1930, prolonging existing commercial agreements till April 1st, 

1931, and setting up a given procedure of consultation to be 
followed when duties were increased. At the same time, a pro¬ 
tocol was signed opening the way to further negotiations of a 
more permanent character. 

It was at this point that the regional discussions in Eastern 
Europe, and particularly the situation of the Dominion countries, 
were related once again to the general discussions. The need for 
financial assistance to these countries was recognised, but strong 
objections were raised to the granting of preference on cereal 
products. 

The Assembly devoted some attention in 1930 also to this 
problem. Even stronger objections to the preferential proposals 
were voiced by the representatives of various non-European 
agricultural countries. A new turn was given to the whole 
discussion, however, by the memorandum presented to the 
Assembly by M. Briand, on behalf of the French Government, pro¬ 
posing the constitution of a Commission of Enquiry for European 
Union. 

Before taking up the account of this Commission’s work, 
however, it is necessary to record the continuation of the efforts 
to find some basis for concerted economic action in general 
tariff matters. 

A second conference for this purpose met in November 1930 
to consider ways and means of putting the Convention of March 
24th, 1930, into effect. The Economic Committee of the League 
had in the meantime considered this problem and suggested 
the desirability of negotiations for lower tariffs and the consider¬ 
ation of temporary preferential arrangements for the European 
agricultural countries. The conference, however, remitted the 
first of these suggestions to the various Governments for bilateral 
action and, after consideration of the objections raised to the 
preferential proposals, failed to endorse them. On the other hand, 
it recommended that an international organisation of agricultural 
credit should be attempted. No headway was made in regard 
to the proposed Convention of March 24th, 1930, and, after 
further discussion at a second session in March 1931, the Conven¬ 
tion still remained a project without practical application. 
The first efforts at multilateral negotiation therefore ended in 
temporary failure. 
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Meantime, the Commission of Enquiry for European Union 
had held a preliminary meeting in January 1931, and had called 
a meeting at Paris, in the succeeding month, of the cereal 
exporting and importing countries of Europe, the chief result 
of which was that the importing countries declared themselves 
ready to reserve an import quota for wheat produced in Europe 
and to consider similar action in the case of maize and barley, 
while deferring for a time consideration of rye and oats. A com¬ 
mittee was also set up to consider the problem of disposing 
of the surplus from future harvests. Later meetings of the Com¬ 
mission of Enquiry were occupied largely with the discussion 
of a pact of economic non-aggression proposed by the Soviet 
Union, but the Eastern European countries have maintained 
their request for preferential treatment of their cereals. 

In 1931, however, the whole problem was submerged in the 
financial difficulties and particularly the controls of foreign 
exchanges necessitated by the severity of the crisis. Discussions 
continued both in the Economic Committee of the League and 
in the Commission of Enquiry for European Union. A draft 
project for an International Agricultural Credit Association 
was signed by sixteen States in May 1931, but has not been 
brought into existence. Various proposals for the alleviation of 
unemployment and for the facilitating of long-term investments 
have been mooted. Committees have considered the market 
situation of special products such as hops, tobacco, etc. But 
the shadow of the depression has been over all such proposals, 
financial provision has been wanting, and international economic 
co-operation has proved impossible, while national Governments 
have been faced with economic insecurity within their own 
borders. 


( iv ) The Control of Exchange. 


The regulation and restriction of international trade, already 
gravely complicated by the almost universal raising of tariff 
barriers and the failure of multilateral negotiations, took on a 
new aspect in the latter part of 1931, when one debtor country 
after another was forced Jto institute drastic controls, ot the 
foreign exchanges In order tosaf eguaVdlhe" stability of its currency 
and to provide, as far as possible, the means for meeting its 
external financial Obligations;- Exchange controls were unfor¬ 
tunately not altogether a new phenomenon in the post-war 
world. During the period of currency inflation, the pegging 
of exchange had been practised by many countries in one way ' 
or another. When drastic efforts became necessary to reorganise 
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and stabilise the currencies which had broken down after severe 
inflation, these exchange controls were rigidly exercised. With the 
movement back to the gold standard after 1925, however, the 
most restrictive of the controls were gradually removed. 

Though there were signs of difficulty, for example in Germany, 
in the summer of 1930, the severe financial phase of the economic 
depression may be dated from May 1931, when the Creditanstalt 
difficulties involved the National Bank and the Government 
of Austria. The weak financial situation that was then revealed, 
coupled with the effect of the depression upon agricultural 
prices and therefore upon export values, made it more than ever 
necessary to provide for larger export balances, while at the 
same time conserving the exchange parities of the local currencies 
in order to avoid increasing the burden of external debt, which 
was already heavily increased by the fall in gold prices. The 
provision of such an active trade balance might be maximised/ 
by encouraging exports or by discouraging imports, or both. 
The encouragement of exports was a policy that had very definite 
limits set both by domestic production and consumption and 
by the capacity and willingness of the international market 
to absorb increased quantities of the raw materials and food¬ 
stuffs, which were the main resources of most of these debtor 
countries. 

Moreover, the protectionist movement had set in so strongly 
by the middle of 1931 that markets were increasingly restricted. 
The higher United States tariff of 1930 had been followed by 
many other tariff systems ; both France and Belgium introduced 
a system of licensing imports in the third quarter of 1931, Czecho¬ 
slovakia did the same in July, and Sweden introduced a wheat 
monopoly in June. These and other systems of import controls, 
it should be remembered, were added to constantly higher 
tariff barriers, many of them being reprisals against the tariff 
barriers of other countries. By the end of 1931, licences had led 
to quota or contingent systems, many countries had left the 
gold standard, others had thereupon reintroduced additional 
exchange-dumping duties, commercial treaties were being de- ' 
nounced, and cumulative restrictions were being placed in the way 
of international trade. A summary list of the main measures 
adopted will indicate both the universality and the complexity 
of trade restrictions. 

The first type consisted in the control of foreign exchange 
transactions to check any flight of capital and to conserve the 
available exchange resources for the most essential national 
requirements. Such controls were in force in Austria, Bulgaria, 
Czechoslovakia, Estonia, Finland, Germany, Greece, Hungary, 
Latvia, Yugoslavia, Argentine, Brazil, Chile and India, while 
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in Norway the banks exercised unofficial control. During the 
early months of 1932, Denmark and Roumania introduced 
control systems, but Finland abandoned such restrictions on 
December 31st, 1931. 

More direct reduction of imports was achieved in 1931 by 
the introduction of quotas (Czechoslovakia, France, Italy, Latvia, 
Netherlands and Turkey); by prohibitions (Czechoslovakia, 
Denmark, Estonia, Poland, Turkey and Colombia) ; by State 
monopolies (Estonia and Sweden); by new import duties (Great 
Britain) ; by increased duties (Austria, Argentine, Australia, 
Belgium, Brazil, Bulgaria, Denmark, France, India, Italy, 
Latvia, Lithuania, Netherlands, Poland, the Union of South 
Africa and Switzerland) ; and by Customs surtaxes for depre¬ 
ciated exchange (Canada and France). 

In addition, the abandonment of the gold standard by 
Argentine, Australia, Brazil, Denmark, Finland, Great Britain, 
India, Japan, New Zealand, Norway, Portugal and Sweden 
had considerably hampered imports into those markets. In 
addition to these countries, Bolivia, Chile, Greece, Siam arrd 
Peru abandoned the gold standard in the early months of 1932. 
In many other countries, its maintenance was more nominal than 
real, and it was a truer representation of the facts to say that 
in some half-dozen countries only was the gold standard main¬ 
tained without special restrictions. 

Such a recital of the progressive and cumulative imposition 
of restrictions in so many countries sufficiently explains the 
manner in which currency disorganisation in recent months 
has caused a creeping paralysis of international trade. 

There are many other ways, besides the direct effect of 
higher duties, in which this complication of regulations embar¬ 
rasses international trade. Formalities have multiplied and 
become both hampering and costly ; licences, if granted for the 
year, cause gluts and then scarcities, or, if granted monthly, 
prevent an orderly development of trade. Contingents or quotas 
cut across most-favoured-nation arrangements and, moreover, 
dislocate the relations of supply and demand. Decisions taken 
by civil servants in the “ national interest ” differ considerably 
from those dictated by the normal relations of consumer and 
producer. As a particular important instance of this may be 
cited the importance attached in the various systems of exchange 
controls to the service of debt as distinct from the import needs 
of the country. Xhe world is becoming enmeshed in a network 
of temporary ad hoc r egulation s - which will be extremely difficult 
to disentangle. 

In an effort'to cope with certain of these evils, different 
countries have negotiated bilateral ** clearing agreements ”, 



— 289 — 


by which imports and exports are balanced as between the two 
countries concerned. There are, however, very great difficulties, 
in practice, in maintaining such agreements. International 
trade is rarely bilateral, and the effort to balance the import 
and export relations of two particular countries involves the 
dislocation of the normal many-cornered trade that has been 
built up by decades of international co-operation. Essentially, 
such clearing agreements are temporary and unsatisfactory 
devices to meet an impossible situation. 

It is impossible in any brief summary to make anything like 
a complete statement of all the various devices brought into use 
to restrict trade. Especially after the abandonment of the gold 
standard by Great Britain in September 1931, tfrere'has^'-been a 
veritable panic, which has piled new tariffs on old, turned 
licensing systems into prohibitions, monopolies and contingents ; 
denounced existing commercial agreements ; created more and 
more rigid exchange controls issuing in debt moratoria and 
paralysed trade ; and substituted a slight and temporary frame¬ 
work of clearing agreements for previously existing treaties. The 
bankers or civil servants have had thrust on them the duty 
of regulating commercial intercourse, and merchants have been 
so hemmed in by regulations that freedom of trade has almost 
ceased to exist. 

It would be invidious to take the case of particular countries 
as anything more than illustrative of general situations. Many of 
the debtor countries are virtually at a standstill with rigid 
exchange controls, debt moratoria, and ever-increasing govern¬ 
mental control of economic life. The great creditor countries are 
almost equally affected. The United States, since its tariff action 
in 1930, has not added further barriers to trade, but Great 
Britain, in November and December 1931, placed duties of 
50 per cent on three long lists of imports, and followed these 
lists with two others relating to agricultural imports subjected to 
duties based on an average of 33% per cent, besides passing an 
Act providing for a wheat quota and finally introducing a general 
tariff. 1 Holland, another traditional free-trade country, raised 
its tariff barriers in November and, in the following month, 
introduced a system of “ contingents ”. France and Germany, 
from the middle of 1931, have striven to protect their agriculture 
by a very wide contingent system, the imposition of “ exchange¬ 
dumping ” duties and reprisals against other countries which 
limit either their exports or payment for them. 

These are merely examples chosen almost at random. There 
has never before been such a wholesale and widespread retreat 


1 See section (if). 



from international economic co-operation. The results are 
already sufficiently manifest in the reduction of trade, which has 
been outlined in *a previous chapter. The full consequences, 
however, have yet to work themselves out in the standard of 
living of the peoples of the world. Reversion from a highly 
organised and interdependent society to the simpler forms of 
national sufficiency is a costly process, and it has become quite 
qjear that the remedy .fox international maladjustments is not 
to be found in a flight to economic nationalism. 


( v ) The International Aspects of Trade Regulation. 

Running through this whole story of trade regulation and 
restriction in the crisis years, there is the definite conflict of 
economic and social conceptions referred to briefly in the first 
section of this chapter. In the field of action, national forces and 
institutions have been completely dominant. The proposals for 
international action have met with scant success. This is not, 
after all, difficult to understand. The crisis through which the 
world has passed, and is still passing, has never been paralleled iu 
duration, universality or intensity. It has brought into challenge 
the whole of organised economic and political life. 

The international conception of developing world unity was 
by no means widely accepted even before the war. Years of 
war and post-war struggle and propaganda were hardly likely to 
establish it, even though the facts of economic development 
pointed to increasing interdependence. The great bulk of social 
life and education is still organised on national bases, the preser¬ 
vation of which k regarded as the primary duty of citizenship. 
.There is much that is wholesome and valid in this conception of 
national life, and it is natural that the advent of a disastrous 
crisis should evoke a strong impulse to ensure stability in national 
affairs. 

Yet the events of recent years, and more especially of recent 
months, have demonstrated how large a part international 
relations have come to play even in national life and affairs. 
Interdependence, especially in the financial and economic spheres, 
has been proved, even in the process of endeavouring to secure 
national sufficiency. The task of synthesis remains. What is 
valuable and useful for the welfare of the people in national 
organisation must be reconciled with the fact that every nation 
is now dependent upon every other. 

It is noteworthy, therefore, that, throughout the crisis, 
international negotiations have been maintained, even in many 
of the processes of unilateral action. There have been tariff wars 
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before, never perhaps on such a desperate scale, but, on the other 
hand, never before conducted internationally. The “ habit of ^ 
conference ” has persisted, the multilateral aspect of negotiations 
has been maintained, even when they have issued in drastic 
unilateral action. The process may have failed but the machinery 
is not destroyed. 

Moreover, this is the first great economic crisis in which the 
necessity of international economic co-operation has been steadily 
maintained, not only as an ideal, but as a practical working 
solution. Successive official and unofficial conferences have 
endorsed the recommendations of the World Economic Conference 
of 1927. Despite national actions to the contrary, even national 
representatives assembled in international conference have 
admitted and upheld the validity of this international programme. 

There is, therefore, a solid and growing body of support for the 
view that the way out of the crisis is by an increasing rather than 
a decreasing measure of international economic co-operation. 
Action follows upon conviction and conviction waits often upon 
the exhaustion of other possibilities. Moreover, action in such 
a vast field cannot be simple. Financial, monetary, commercial 
and other economic aspects of the problem are interlinked and 
all depend to some extent upon political settlement and appease¬ 
ment. The downward slope of the crisis has seen reversion to 
the more primitive forms of economic nationalism in unpre¬ 
cedented degree ; the upward slope awaits and will itself facilitate 
a return to the realities of interdependence. 



Giapter XI. 

THE ECONOMIC SITUATION IN JULY 1932. 


As the earlier chapters of this Survey were being written in 
the second quarter of 1932, the statistical information available 
referred mainly to the year 1931 and, in certain cases, to the 
first quarter of 1932. As the volume goes to press in the middle 
of July some scattered, and far from complete, statistics are 
becoming available for the second quarter of the year. It is 
difficult to draw any very definite conclusions from such frag¬ 
mentary data ; but they provide the only possible basis for an 
estimate of the economic position in the middle of 1932. 

In such a critical situation as that which exists at the moment 
of writing, even the comparatively short interval which must 
elapse between important economic events or movements and 
the publication of the statistics reflecting their influence is 
sufficient to render hazardous any estimate of the present 
position on the basis of past statistics. For example, the diagrams 
showing movements in exchange rates 1 were prepared just at 
the moment when substantial changes were imminent in several 
countries, particularly in Chile and Greece. 

It is inevitable that any survey of current events must end 
in medias res; but the interaction of important political and 
economic policies which are still in process of formulation renders 
the present situation and the immediate future more obscure 
than is usually the case. The agreement reached at the Lausanne 
Conference on July 9th has only just been announced, the 
British Imperial Conference at Ottawa has not yet opened its 
sessions, the Disarmament Conference has not yet formulated 
the conclusions of its first discussions, and plans are just being 
launched for an International Economic and Financial Conference 
later in the year. The London money market is in the midst of 
the largest debt conversion ever attempted, the balancing of the 


1 Pages 217 and 218. 
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national budget is occupying the attention of the French and 
American parliaments, open-market operations by the Federal 
Reserve Banks are continuing on a large scale, national elections 
are pending in both Germany and the United States. The 
decisions reached and the results achieved in such circumstances 
cannot be known for several months, and it will be some years 
before their full significance can be appraised. 

It is not possible, therefore, to do more at the present time 
than record the information available concerning economic 
developments in the second quarter of 1932. This information 
must be interpreted with much more than the usual qualifications 
and reserves. Early summer in the northern hemisphere is 
always a critical time. Harvest prospects are not certain, and 
there is a heavy seasonal demand for capital with which to 
finance trade until the harvest receipts become available and 
also to shift the crops. Financial strain tends to be heaviest at 
this season ; but in present circumstances, with trade restricted, 
foreign exchange controlled and capital movements paralysed, 
the strain is greater than usual. A severe test of endurance is 
therefore imposed upon those countries which normally borrow 
at this period in anticipation of the harvest. 

Perspective may perhaps best be gained by a comparison 
of the information available in July 1932, with that upon which 
a similar estimate of the situation in the summer and early autumn 
of 1931 was based in a fonner publication. 1 It is significant that, 
in 1931, the second quarter of the year proved to be a time of 
severe financial strain exemplified by the Credit-Anstalt diffi¬ 
culties in May and the Hoover moratorium in June. By Septem¬ 
ber, when the final pages of this former publication were written, 
the abandonment of the gold standard by a number of important 
countries had definitely aggravated the financial crisis, but, at 
the same time, had opened up “ possibilities for action on the 
part of individual nations which may serve to mitigate the 
depression ”. 2 

In the pages which follow, an attempt is made to summarise 
the position which, in the summer of 1932, had been reached 
as a result of these conflicting tendencies. In that attempt, 
however, it is necessary to draw attention to policies of positive 
action, both national and international, which are in process of 
development, since these policies will, in the near future, exercise 
an important influence upon the trend of events. It is not yet 
possible to do more than draw attention to such important 
policies as the effort at international political settlement and 


1 The Course and Phases of the World Economic Depression, Chapter VIII. 
* Ibid,, pages 314 and 315 
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economic reconstruction begun at Lausanne, the lai'ge-scale 
open-market operations conducted by the Federal Reserve Banks 
in an effort to expand credit again in the United States, the 
* strong measures taken in many countries to achieve budget 
equilibrium, the conversion operations in Great Britain, the freer 
trade initiative launched by the Belgian and Dutch Governments, 
and the negotiations at Ottawa between the States members 
of the British Commonwealth. The influence of these policies 
may perhaps be traced already in certain psychological reactions, 
particularly of the stock markets; but their full effect will not 
be known for some months at least. 

In the meantime, the available statistical information is 
sufficient to indicate that economic activity deteriorated greatly 
in the second quarter of 1932 and had reached a very low ebb 
indeed by the end of June. All the statistics that are available 
support this conclusion as far as the great industrial countries 
are concerned. There is usually a seasonal increase in production 
and a decline in unemployment during the early summer ; but 
in 1932 this improvement in most of the industrial countries was 
very feeble, while production remained at very low levels. 1 
Thus the German index (corrected for seasonal variation) fell 
to 55.2 per cent of the 1928 level in January and recovered to 
57.7 per cent in May ; but this figure compares unfavourably 
with the 72 per cent reached in May 1931. The Polish index 
(corrected for seasonal variation) recovered in the same months 
from 51.8 to 54.6 per cent as against 72.3 per cent in May 1931. 
In the other countries for which indices are available in these 
months — Canada, the United States, France, Great Britain, 
Sweden and Japan — Japan was the only one to show an apparent 
increase in the early months of 1932, an increase, however, 
which appears to have been caused largely by the fact that Japan 
abandoned the gold standard only in December 1931. The 
improvement which followed the abandonment of the gold 
standard in the case of Great Britain and Sweden was not fully 
maintained in the second quarter of the year. There was a similar 
reaction in Japan also, and an increased curtailment of production 
in the main industries. The statistics are shown in the following 
table : 


1 Cf. Monthly Bulletin of Statistics , June 1932. 



— 295 — 


National Indices of Industrial Production. 1 
(1928 = 100.) 


Country 

1931 

1932 

May 

Jan. 1 

Feb. 

March 

April 

May 

Germany (a) . 

72 

55 

57 

56 

54 

58 

Canada (a) . 

92 

73 

74 

71 

68 


United States (a) ... . 

78 

65 

62 

60 

58 

55 

France ( b ) . 

102 

83 

79 

77 

75 

73 

Japan . 

103 

97 

102 

108 

104 


Poland (a) . 

72 

52 

52 

53 

55 

55 

United Kingdom .... 

87 8 

, , 

. . 

91 s 

. . 

. . 

Sweden (a) . 

81 

85 

92 

88 

85 

79 


Further evidence of the decline of production may be obtained 
from the statistics relating to individual industries in various 
countries. The state of the building industry is often regarded ✓ 
as a significant test of investment activity. The table which 
follows indicates the depths to which it had fallen in certain 
countries in the early months of 1932 : 


Indices of Building Activity in Certain Countries . 4 
(1929 = 100.) 


Monthly average 

Ger¬ 

many 

United 

States 

United Kingdom 

France 

Total 

Housing 

Total 

1 

Housing 

1930 . 

74 

78 

57 

101 

106 

112 

1931. 

40 

54 

42 

84 

92 

102 

1931 : First quarter 

35 

58 

48 

89 

91 

107 

Second » 

54 

68 

53 

90 

98 

103 

Third » 

48 

54 

37 

84 

102 

100 

Fourth » 

23 

37 

29 

74 

74 

100 

1932: First » 

12 

20 

18 

76 

89 

95 

April . . . 

16 

25 

18 

85 

107 

88 

May .... 

18 

30 

l 


• • 

• • 

• • 


(o) Adjusted for seasonal variations. 

( b) Partly adjusted for seasonal variations. 

1 League of Nations Monthly Bulletin of Statistics ; for Germany, Wochenberichie 
des Instituts ftlr Konjiinkturforschung , June 29th, 1932. 

8 Index for the second quarter. ‘ „ 

* Index for the first quarter. The index for the fourth quarter of 1931 was 92. 
4 Deutschlands Wirhchaftliche Entwicklung im ersten Halbfahr 1932 , page 14 : 
Reich-Krodit Gesellschaft, Berlin, 1932. 
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The most severe contraction of industrial enterprise, however, 
has been in the heavy industries, and this is most dramatically 
illustrated by the fact that in the United States the Iron Age 
index of “ used capacity ” in the steel industry fell, during the 
week ended July 5th, to 12 per cent. 

Against these and similar statistics bearing witness to an 
unprecedented disorganisation of industrial production, there are 
certain more cheerful facts to be noted. First, it is evident that 
those countries which abandoned the gold standard have been 
more resistant to the continued pressure of deflation. If their 
production has not greatly recovered, the decline has, in most 
cases, been stayed. There is some evidence, indeed, that in such 
countries as Australia a considerable measure of readjustment 
to lower price-levels has been achieved. Currency depreciation 
has changed the ratio of prices and production costs in favour of the 
primary producers, and has restricted imports. Vigorous measures 
have been taken to reduce costs of production and, at the 
same time, there has been increased production for export, so 
that the balance of international payments has become more 
manageable. 

In the countries adhering to the gold standard, also, there is 
a growing consensus of opinion that readjustments have been 
taking place ; but it is difficult, as yet, to support statements 
on this point by definite statistical evidence. There appears to 
be evidence that the prices of producers’ goods are less resistant 
and show more tendency to decline in recent months. 1 

It is not possible, however, to place much reliance upon 
such fragmentary evidence as is now available, especially since 
the average level of wholesale commodity prices was still falling 
in the second quarter ol 1932. The following table shows the 
extent of the price decline in various countries : 


1 In Germany, there has been a marked increase in th* output of producers’ 
goods, partly for export to the Union of Soviet Socialist Republics. The statistics 
are summarised In the following table : 


Production of Produce/s* and Consumers 9 Goods in Germany. * 
(Monthly Average, 1928 = 100 ) 



Producers’ goods j 

Consumers’ goods 


January ] 

February| 

March | 

April 

May | 

January 

February| 

March 

April | 

| May 

1929 

97 

93 

102 

112 

116 

97 

92 1 

97 

101 

93 

1930 

91 

91 

91 

89 

85 

92 

91 

91 

98 

94 

1931 

6f> 

65 

69 

70 

68 

71 

76 

82 

88 

81 

1932 

41 

43 

45 j 

17 

53 

74 

76 

78 

74 

71 


* Source : Wochmberichte des Inst Huts fCtr Konjunkturforschung t June 29th, 1932; 
Monathche ZahlentLbersicht C. 
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Index Numbers of Wholesale Prices . 1 
(Average, 1929 — 100.) 


Country 

lnJo\. 

1030 

1931 



1932 



Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

South Africa . . 

Official 

89 

86 

83 



81 



Germany .... 

» 

91 

81 

73 

73 

73 

72 

71 

70 

Argentine.... 

Banco de 
la Nacion 

96 

92 

95 

95 

96 

95 

94 


Australia .... 

Official 

89 

79 

78 

80 

80 

79 

78 


Austria .... 

» 

90 

84 

88 

86 

87 

86 

89 

88 

Belgium .... 

» 

87 

73 

65 

65 

64 

63 

61 

60 

Canada .... 

» 

91 

76 

73 

72 

72 

72 

71 


United States . . 

B.L.S. 

91 

77 

71 

70 

69 

69 

68 

67 

France. 

Official 

88 

80 

70 

71 

71 

70 

70 

68 

India. 

» 

82 

68 

69 

69 

67 

65 

63 

... 

Dutch East Indies 

» 

91 

71 

63 

62 

62 

60 



Italy. 

Milan 

86 

71 

66 

67 

66 

65 

64 

62 

Japan . 

Official 

82 

70 

73 

73 

72 

70 

68 

66 

Netherlands. . . 

» 

82 

68 

T9 

58 

58 

56 

56 


New Zealand . . 


97 

90 

90 

89 

88 

88 

87 


Poland. 

» 

86 

74 

67 

68 

67 

68 

69 

65 

United Kingdom 

Board of 
Trade 

88 

76 

78 

77 

77 

75 

74 


Sweden. 

Official 

87 

79 

78 

79 

78 

78 

78 

77 

Switzerland . . . 

» 

90 

78 

72 

71 

70 

69 

68 

67 

Czt choslovakia . 

» 

87 

79 

75 

LI 

74 

74 

72 



It is evident that there was, in the second quarter of 1932, 
a wide range of variation between the levels of prices reached 
in different countries and between the degree of decline in 
those countries during 1932. There was a downward tendency 
in almost every country, even in those which had abandoned 
the gold standard. 

The most recent calculations at the moment of writing indicate 
some possibility of a check to this downward movement. Brad- 
street’s weekly index-number of food prices in the United States 
increased for the last two weeks in June, and the Irving Fisher 
index-number of wholesale prices rose slightly. The Economist 
index-number in Great Britain also rose slightly in the first fort¬ 
night of July. On the other hand, the French, German and 
Italian index-numbers of wholesale prices were still falling at 
the end of June. 


1 League of Nations Monthly Bulletin of Statislics. 


19 
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The declining levels of prices and shrinkages of production, 
which were almost universal in the second quarter of 1932, 
were accompanied by increased unemployment in France, 
Germany, Great Britain and the United States of America. 
The outlook for the northern winter of 1C32-33, in default 
of a marked revival of trade in the autumn, was therefore 
depressing. 

Probably the most striking indication of the paralysis which 
had overtaken economic organisation is that provided by the 
statistics of world trade. The latest available figures are sum¬ 
marised in the following table : 


Imports and Exports of Forty-five Countries representing approxi¬ 
mately 90 per cent of the Value of World Trade . 

$ (000,000’s). 

Monthly average of first four months. 


Country 

Imports 

Exports 

1928 

1929 

1930 

1931 

1932 




1931 

1932 

Europe.... 

1,605 

1,606 

1,479 

1,119 

767 

1,197 

1,216 

1,168 

854 

582 

North America 

436 

480 

390 

245 

164 

467 

544 

430 

272 

174 

Rest of World. 

49S 

527 

| 449 

287 

178 

592 

598 

455 

319 

224 

Total . . 

2,539 

2,613 

2,318 

1,651 

1,109 

2,256 

2,358 

2,053 

1,445 

980 


The total shown above indicates that, in the first four months 
of 1932, the value of international trade was approximately 
42 per cent of its value in the first four months of 1929. Moreover, 
the decline was continuing. 

Very important changes were taking place in the distribution 
of trade also, and in the balances of payments. Perhaps the 
most striking is the continued shrinkage of exports from the 
United States, which, in June, resulted in a passive import 
balance being recorded in the trade of that country. Exports 
in June were lower in value than in any month since 1914 
and in any June since 1904. 

A clear illustration of the way in which trade restrictions 
and regulations are not only reducing the total value of inter- 
t national trade but are altering the direction of such trade as 
remains may be seen in the quotas of foreign exchange 
allotted by the Danish Government for imports from Great 
Britain and Germany respectively. The actual percentages of 
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imports which entered Denmark from these countries in the first 
eight months of 1931 are contrasted below with the import quotas 
allotted for the period June to September 1932 1 : 


Germany. . 
Great Britain 


Actual imporls 
January 1st to 
September 1st, 
1931 

Percentage 

28.0 

13.6 


Quota allotted 
June 1st to 
September 1st, 
1932 

Percentage 

13.9 

25.2 


The balancing of the international accounts becomes increas¬ 
ingly difficult as trade is restricted. Recent statistics show, 
however, that some measure of readjustment is taking place in 
certain countries and, in particular, that the balances of commo¬ 
dity trade are becoming increasingly active in the case of most 
of the debtor countries : 


Balances of Commodity Trade . 
(First five months of each year.) 


Country 

Unit 

1928 

1929 

1930 

1931 

1932 





(millions) 



United States . . 

% 

+ 213 

4- 

317 

4- 256 

4- 81 

+ 81 

France . 

Fr. 

— 529 

— 

5,054 

— 3,375 

h-5,556 

r— 4,171 

Great Britain . . 

£ 

— 154 

— 

154 

— 155 

— 150 

— 120 

Germany .... 

RM. 

— 1,457 

— 

578 

+ 84 

+ 605 

+ 460 

Australia .... 

£ 

+ 5 

+ 

9 

— 10 

+ 21 

+ 24 

New Zealand 2 . . 

£ 

+ 17 

+ 

15 

4- 6 

4- 9 

+ 11 

India . 

Rupees 

4- 361 

4- 

263 

4- 265 

4- 81 

-f 22 

Japan . 

Yen 

— 207 

—. 

266 

l 

— 197 

— 108 

— 264 


The list of moratoria on international payments, however, 
is already a long one, 8 and it is clear that international financial 
payments cannot be fully resumed until there is a much greater 
measure of freedom of trade than existed in July 1932. 

International lending has virtually ceased and, on the contrary, 
thejngxfeecTTendency f or capital to return fo the creditor countries 
has"been accentuated. Since the earlier chapters of this Survey 
were written, the official estimates of the balance of international 


1 Politiken , Copenhagen, July 17th, 1932. 

* First six months ot each year. 

* See Appendix, Table VI. Moratoria, partial or complete, have been imposed 
on external payments by Peru (June 1931), Chile (July 1931), Uruguay and Brazil 
(September 1931), Bolivia (October 1931),Salvador (October 1931), Hungary (Decem¬ 
ber 1931), Yugoslavia (April 1932), Greece (May 1932) and Austria (June 1932). 
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payments of the United States in 1931 has become available. 
During that year, there was a net inflow of long-term capital 
to the United States amounting to $218 million. 1 

The German balance of payments for the first half of 1932 
also shows clearly the difficulties created by the increased restric¬ 
tions upon international trade and the stoppage of long-term 
borrowing. 

The table below, adapted from calculations compiled by the 
Reich-Kredit Gesellschaft, 2 is not fully comparable with the 
statements for earlier years published in the preceding chapters 
of this Survey , but is sufficient in itself to show how difficulties 
have accumulated in the first half of 1932 : 


Balance of International Payments in Germany. 

(Net balance of inward and outward payments in millions of RM.) 



1929 

1930 

1931 

1932 
First six 
months 

Current items (goods, services 
and gold ) : 

Merchandise, including repa¬ 
ration payments in kind . 

— 44 

-r 1,563 

4- 2,782 

+ 550 

Interest and dividends (in¬ 
cluding amortisation) . . 

— 800 

— 1,000 

1,300 

— 700 

Other services. 

— 513 

-r 223 

+ 152 

4 65 

Gold (Reichsbank only) . . 

+ 440 

— 67 

— 150 

— 152 

Reparation payments . . . 

— 2,501 

— 1,699 

— 992 

— 


— 3,272 

— 975 

+ 492 

— 237 

Capital items : 

Long-term debt. 

4- 229 

-r 967 

4- 89 

— 60 

Short-term debt. 

+ 1,092 

t- 32 

+ 477 

— 45 

Other debt . 

4- 1,071 

— 588 

— 2,941 

German property released in 
United States of America 

+ 275' 

+ 377 

4 80 


Reichsbank Devisen delivery 

+ 605 

+ 187 

I- 1,803 

4- 342 


+ 3,272 

+ 975 

— 492 

4- 237 


In face of the disquieting situation revealed by such statistics 
of declining production, falling prices and restricted trade, there 


1 This figure is not comparable with those given for earlier years in other chapters 
of the Survey. 

* Deutschlands Wirtschaftliche Entwicklung im Ersten Halbfahr 1932 : Reich- 
Kredit Gesellschaft, Berlin, 1932. 









is an increasing, measure of activity in both national and inter¬ 
na tional efforts to deal with the outstanding obstacles to a 
resumption of economic activity. The situation in the summer 
of 1932 differs in this respect from that of a year earlier. National 
effort varies greatly from country to country. It is convenient 
to consider the world as now divided into three groups, according 
to the monetary situation that has developed. The first group 
consists of countries still adhering to the gold standard without 
special restrictions ; the second, of those countries where nominal 
gold parity is maintained by restrictions, particularly upon 
exchange operations ; and the third, of those countries which 
have abandoned the gold standard and have allowed their curren¬ 
cies to depreciate in relation to gold. 

These currency difficulties are in themselves a cause of economic 
deterioration, since they introduce into an already difficult 
situation the further disturbing element of fluctuating exchange 
rates reflecting disequilibria between national price-systems. 
It was largely for this reason that the Gold Delegation of the Finan¬ 
cial Committee strongly recommended that a return to the 
gold standard should be sought “ within the shortest possible 
time ”. 1 This recommendation has subsequently been endorsed 
both by the Financial Committee 2 and by the Bank for Inter¬ 
national Settlements. 3 * * * * 8 While, as the Gold Delegation clearly 
recognised, “ the time and level — as well as the particular 
form of restoration of the gold standard, should that be decided 
upon — can be determined only by the proper authorities in 
the countries concerned ”, and while there are obvious difficulties 
and dangers in premature and unilateral restoration by particular 
countries, the value at the present time of an “ internationally 
accepted standard, in order to facilitate the free flow of world 
trade ”, is evidently recognised by expert opinion. As long as 
independent currencies are linked together merely by fluctuating 
exchange rates, the temptation to seek price advantages in export 


1 Report, op. cit., paragraphs 71 lo 83. 

a “ The Committee has consHercd during the present session the final report 

of the Gold Delegation. It believes that this report will prove of real \nlue for 

those lesponsible both for monelaiv and generd economic policy, and trusts 
that special attention will drawn to it. Further, it desn^s to state that it is 

in general agreement with the roiMrueiive financial and economic proposals 

contained in the report of the Gold Delegation." — Report of the Financial 

Committee, July 6th, 1932 (document C.530.M.261.1932 II.A ). 

8 Resolution adopted by Die Bank lor International Settlements, July 11th, 
1932 : ** The Board of the Bank for International Settlements, recognising the neces¬ 
sity of the ^-establishment between unions of a monetary system with a common 
basis, in order to facilitate international settlements under more stable and secure 
conditions, is unanimously of opinion that the gold standard remains the best 
available monetary mechanism and the one best suited to make possible the free 
flow of world trade and of international financing; it is desirable, therefore, to 
prepare ail the necessary measures for the re-establishment of the functioning 
of the gold standard." 
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markets by currency manipulation is very strong ; but an inter¬ 
national competition in that direction might become an extremely 
dangerous threat to the continuance of such international 
trade as remains. 

The economic situation of those countries which are main¬ 
taining nominal gold parity by means of restrictions upon trade 
and financial payments is necessarily weak. In many of them, 
complete or partial moratoria and standstill agreements have 
temporarily relieved the strain upon their resources for external 
payments. Increasing restrictions upon their international 
trade place a considerable strain upon their price-levels, and it 
is generally recognised that, even with outside help such as the 
international loan projected for Austria, 1 their recovery awaits 
more far-reaching measures of reconstruction, and particularly 
an improvement in the general world situation. 

The position of the countries which have abandoned the gold 
standard is, in most cases, dominated by the developments in 
Great Britain. This is particularly true of the so-called “sterling 
{ group ”, which have managed their currencies so as to maintain 
a stable rate of exchange with sterling. Some of these countries, 
notably Australia and New Zealand, have embarked upon 
extended policies of cost reduction by such means as the reduc¬ 
tion of wages, interest rates and rents. All of them have gained 
in so far as Great Britain offers a market for their produce, 
and it is significant that this gain was held to outweigh the 
possible advantage they might have derived in respect of their 
financial obligations to Great Britain if their currencies had 
been maintained at gold parity. 

In Great Britain itself, the immediate effect of the aban¬ 
donment of the gold standard was a stimulus to production .and 
exports as well as to security prices.. Continued deflation in the 
gold standard countries prevented that stimulus from developing 
very far; but the domestic situation was relieved. Other 
measures, such as the balancing of the budget, contributed to a 
strengthening of public confidence, and a return of capital, 
, added to a reduction of imports, strengthened the position of 
Great Britain on international account. In March and April, there 
was a distinct upward pressure on sterling exchange and some 
indication of a movement of short-term speculative funds to the 
London money market. The Bank of England was enabled to 
buy gold — in itself an indication that the balance of payments 
was becoming more favourable — and the discount rate was 
lowered successively, till it reached 2 per cent on June 30th, 1932. 


1 League of Nations Austrian Protocol (document C.539 M.270.1932.II.A.). 
Geneva, July 15th, 1932. 
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On that date, the Chancellor of the Exchequer announced 
the scheme by which £2,000 million of War Loan bearing 5/ 
per cent interest was to be converted to a 3% per cent basis. 
At the moment of writing, in the middle of July, the conversion 
operations are not completed, but there are indications that 
they will be successful. The economy (estimated at a net figure 
of £23 million) in public expenditure will not be realised until 
1933, but the more immediate effects of the scheme are already 
important. Security prices have risen substantially, rates of 
interest tend to be reduced, and there is a stronger feeling of 
confidence in the immediate future. 

The effect of the low discount rate upon commercial enterprise 
cannot yet be estimated. There is a somewhat weaker tendency 
in the sterling exchange; but, by an arrangement between the 
Treasury and the Issuing Houses, new issues are not being floated 
while the conversion operations are being completed. It is not 
yet possible to estimate what the effect of the conversion will be 
upon domestic rates of interest, domestic price-levels, the external 
value of sterling, and the prospects of a resumption of foreign 
and dominion lending. Even if it were possible to sketch a 
theoretical sequence of probabilities arising from this single 
cause, it is not possible to foresee the course of prices and other 
important developments in other countries. 

In the countries which still adhere without special restrictions 
to the gold standard, there has, in recent months, with one 
important exception, been a continuous deflation of the price-level 
and an effort to achieve a new equilibrium on the basis of lower 
costs of production. This tendency is clearest in Belgium and 
Holland, but is marked also in France, Poland, Switzerland and 
Italy. The level of wholesale prices has also fallen steadily in 
the United States, but, at the end of February, the Federal 
Reserve Banks began open-market operations on a large scale 
with the avowed object of arresting the fall in the price-level in so 
far as it was caused by credit restriction. These operations have 
been used to supplement other efforts at reconstruction by 
monetary policy, and it is necessary at this point to review briefly 
the measures that have so far been taken in this direction. 

When the liquidity crisis, together with the “ gold rush ” on 
New York, developed shortly after the widespread abandonment 
of the gold standard in September and October 1931, there was a 
considerable impetus to deflation in the United States. A severe 
financial stringency was created and bank failures rose to an 
alarming degree. In the last three months of 1931, gold to the 
value of $191 million left the United States, as a result mainly 
of European short-term balances and earmarked gold being with¬ 
drawn. 
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The first effort made to stem the banking panic that ensued 
was the formation, on October 7th, of the National Credit 
Corporation, an organisation of commercial banks designed to 
mobilise credit in order to assist the weaker banks. The proposed 
capital of $500 million was not subscribed and total advances 
did not much exceed $10 million. When the Reconstruction 
Finance Corporation was formed on December 8th, it took over 
these advances. 

The Reconstruction Finance Corporation, modelled on the 
War Finance Corporation, is a governmental institution with 
capital subscribed by the United States Treasury, but with the 
right to issue bonds and notes to an amount equal to three times 
the subscribed capital. Its purpose is to make “ amply secured ” 
advances, for periods up to three years, to banks and other 
institutions. It has functioned, therefore, as an instrument by 
which financial difficulties have been averted, or temporarily 
remedied. Its purpose has been to salvage embarrassed financial 
institutions and, in that way, to stay the panic. It is not an instru¬ 
ment for credit expansion leading to rising prices and recovery. 

After a good deal of debate and controversy, however, 
legislation was also passed with the object of enabling the Federal 
Reserve Banks to undertake credit expansion on a more consi¬ 
derable scale. The principal provisions of the Glass-Steagall bill, 
which became law on February 27th, 1932, concerned the condi¬ 
tions under which the Federal Reserve Banks were empowered to 
substitute “ eligible paper ” for gold in the statutory reserves 
maintained against note issues and other sight liabilities. The 
object of the legislation, in simple terms, was to allow the Federal 
Reserve Banks to use Government securities as well as approved 
commercial bills as “ eligible paper ”, and therefore to give them 
the possibility of sustaining and expanding credit without making 
great inroads upon the limited supply of commercial bills, while, 
at the same time, freeing a proportion of the gold reserves to 
meet external drains. 

The passing of this legislation made it possible for the Federal 
Reserve Banks to undertake open-market operations on a large 
scale by purchasing Government securities. If, under the former 
legislation, such operations had been attempted at a time when 
there was a large and sustained demand for gold for export, the 
purchases of commercial bills that would have been necessary 
would have impaired the liquidity of the commercial banks by 
weakening their bill portfolios. 

The new legislation, allowing the Federal Reserve Banks to 
use their extensive purchases of Government securities as cover 
! for a certain proportion of the notes issued, put them in possession 
of larger amounts of “free gold” — i.e., gold over and above that 



necessary for reserve purposes. This increase in the amount of 
“ free gold ” enabled them fully and promptly to meet a foreign 
demand which amounted to $420 million in the first five months 
of 1932. 

At the same time, the large open-market operations which 
were undertaken contributed materially to easing the strain upon 
the banking system. In the lollowing table, the significant 
statistics which illustrate the effect ol the credit expansion are 
stated summarily : 


Movements of Federal Reserve Credit 1932 . 1 
(000,000’s omitted.) 


Date 

Govt rn 
mi ill 
set u- 
ii’ii*- 

Hills 

Hi si rw 

1) t! UK L 

M in* 
go’d 

* »I\ 

<dor k 

Alone \ 

m liiculCn n 

ill 

counted 

n» 

nu mix i 
banks 

lotcd 

11 dei d 
HC'-l IM 

B inks 

r [ ot ll 

I \ rU r.d 
Hr serve 
noi es 

End of : 
January . . 

746 

899 

1,917 

1,115 

2,976 

5,642 

2,648 

February. . 

740 

828 

1,819 

4,353 

2,938 

5,603 

2,634 

March . . . 

872 

639 

1,921 

1.390 

3,020 

5,459 

2,546 

April . . . 

1,228 

556 

2,121 

4,367 

3,004 

5,464 

2,551 

May .... 

1,519 

490 

2,113 

4,150 

2,790 

5,479 

2,558 

June 9 . . 

1,645 

502 

2,112 

3,839 

2,627 

5,452 

2,557 

» lb . . 

1,692 

196 

2,101 

3,909 

2,561 

5,467 

2,576 

» 23 . . 

1,730 

488 

2,066 

3,917 

2,563 

5,505 

2,616 

» 30 . . 

1,801 

470 

2,031 

3,920 

2,579 

5,619 

2,756 

July 7 . . 

1,801 

500 

1,963 

3,922 

2,578 

5,775 

2,868 

» 14 . . 

1,821 

516 

2,015 

3,932 

2,588 

5,714 

2,836 

» 21 . . 

1,836 

538 

2,036 

. . . 

2,609 

. . . 

2,862 

» 2<S . . 

1,811 

525 

2,072 


2,621 


2 834 


In considering this table, attention should be directed first 
to the very substantial increase in the holdings of Government 
securities. This increase, the result ol open-market operations, is 
reflected in movements of the other series. It has partly achieved 
its purposes of reducing the indebtedness and increasing the 
credit balances ot the member banks with the Federal Reserve 
Banks. The position, in these respects, is set out in the columns 
showing the amounts of bills discounted and of balances held. 


1 Sources : Monthly figures, see Fedeial Reserve RitlUtin; weekly figures, see 
Commercial and Financial Chronicle and The JLconomist. 





There was some tendency to improvement until a recrudescence 
of banking failures, particularly in Chicago in June, caused 
renewed apprehension of widespread runs and led member 
banks once again to improve their position in respect of liquidity 
by again rediscounting with the Federal Reserve Banks. 

Part of the increased credit made available by the open- 
market operations has, however, been neutralised, first, by the 
heavy losses of gold for export and, secondly, by an apparent 
renewal of domestic hoarding of notes. The tendency in recent 
weeks for these “ factors of decrease ” to cause a shrinkage in 
the volume of central bank credit available to the American 
banking system is shown clearly in the last two columns of the 
preceding table. 

The extent to which the attempted credit expansion by the 
Federal Reserve Banks has, in fact, relieved the member banks 
and exercised through them an influence upon industry is very 
difficult to measure at the present time. Bankruptcies decreased 
greatly, both in number and amount, and an increasing number 
of banks were being re-opened until the failures in Chicago again 
renewed the strain. Central bank credit expansion penetrates 
to industry only slowly and by devious channels. The. first 
essential result is to relieve the position of the commercial banks. 
If their indebtedness is reduced and their balances increase, 
an expansion of commercial credit many times greater than the 
amount of central bank credit made available to them can ensue 
and quickly spread from one industry to another. It is as difficult 
to catch the exact moment when continued central bank credit 
expansion begins to take effect as it is to be sure of the turn 
of the tide in a shallow, open bay. Before the renewed banking 
failures in June, there was some indication that the forced 
liquidation of securities was slackening, and the total of loans 
and investments of reporting member banks in leading cities 
increased slightly in May for the first time in many months. 
The fact that they fell again in June reflected a renewal of 
banking strain. Bank deposits were increasing also, and it was 
known that foreign short-term balances had been reduced to 
minimum amounts, so that large-scale gold exports were likely 
to cease, at any rate for a time. Despite the break in confidence 
occasioned by the more recent banking failures, it was felt that 
the way was more open for continued open-market operations 
to become effective in a substantial increase of actual com¬ 
mercial investments. 

From the preceding brief summary of some of the outstanding 
efforts being made to check the depression and restore equilibrium 
in the economic organisation of different countries, it will be 
clear that there is no generally accepted agreement upon the 
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measures necessary for recovery. As was suggested in an earlier 
chapter, 1 the lack of international agreement, particularly upon 
monetary policy in relation to price-movements, leads to national 
efforts at readjustment along inflationary or deflationary lines 
which would be irreconcilable if the abandonment of the gold 
standard had not substituted fluctuating foreign exchanges 
for fixed gold parities in many countries. The position of the 
United States vis-a-vis the other countries which remain on the 
gold standard is the outstanding exception in this respect. The 
recent banking legislation of the United States has been reviewed 
in the preceding pages, together with such information as is 
available concerning the actual banking situation. Particular 
attention has been paid to the effort being made to arrest the 
depression in that country, not only because of the great impor¬ 
tance of the American situation in itself, but also because of its 
probable effect upon economic developments in the world as a 
whole. The success of a continued resolute policy of credit 
expansion, even though it involved further drains on the gold 
reserves, would make for a revival of speculative, and therefore 
industrial, activity in the United States, and would bring the 
possibility of credit expansion based upon increasing gold 
reserves in the other gold-standard countries ; but such success 
is obviously dependent upon a restoration of business confidence 
in the United States and upon the banking policies pursued in 
the other gold-standard countries. It is too soon yet to judge 
whether the measures so far taken will prove adequate in the long 
run to bring about credit expansion in sufficient volume to cause 
an upward movement of prices. If this should prove to be the 
case, or if the expansionist policy is pursued further until it does 
bring about a rise in the American price-level, it is obvious that 
this will not only facilitate the accumulation of gold reserves 
in other countries, unless in the meantime they also expand 
credit pari passu with the United States, but will also enable those 
countries that have abandoned the gold standard to pursue cheap 
credit policies without running an undue risk of their foreign 
exchange declining. 

In the sphere of international action, positive progress in 
economic and financial matters has yet to be achieved. The 
Lausanne Conference did not approach such matters directly. 
In so far as the agreement reached at that Conference removed 
one of the stumbling-blocks to recovery and took some steps 
towards political rapprochement , it facilitated future consideration 
of economic and financial action. The agreement to substitute 
one final obligation at some future date of three milliard RM. 


1 Chapter IV, section («>). 
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($600 million) for the German reparation obligations under the * 
Young Plan is conditional upon ratification by the Governments 
concerned. The problem of war debts remains to be considered, 
and, pending its settlement and ratification of the reparation 
agreement, the positive economic, as distinct from political, 
results of the Lausanne meetings are practically equivalent to 
an extension of the Hoover moratorium upon reparation and 
debt payments, at least until the next debt payments to the 
United States fall due on December 15th, 1932. The larger 
results of the conference lie in its psychological effects, and these 
cannot as yet be accurately estimated. 

The economic consequences of other recent international 
discussions must also await consideration in succeeding issues 
of this Survey. Mention should be made of the League Protocol 
for further financial aid to Austria which, at the moment of 
writing, has been signed but not yet ratified ; the impending 
discussions of the British Imperial Conference at Ottawa ; the 
projected International Economic and Financial Conference; and 
the Customs Agreement recently signed by the representatives 
of Belgium, Luxemburg and the Netherlands. 

Of these, the latter only is as yet a reality. On June 20th, at 
Lausanne, the representatives of the three States concerned 
initialled an international Convention for the reduction of* 
restrictions upon international trade between their countries. 
The Convention was definitely signed at Geneva on July 16th. 
The main clause of the Convention provides for an immediate 
reduction of 10 per cent of existing Customs duties upon imports 
from the countries concerned, and further reductions of an equal 
amount each year, up to 50 per cent in the fifth year, provided 
that duties shall not be reduced below a minimum of 4 per cent 
ad valorem on semi-manulactured products and 8 per cent on 
wholly manufactured products. 1 New measures of prohibition, 
restriction or regulation of imports will not be undertaken save 
in exceptional circumstances, in which cases quotas shall be 
fixed at 100 per cent of the average quantities imported or 
exported in normal year$. Existing prohibitions and restrictions 
will be abolished as soon as possible. 

The importance of this Convention, which comes into force 
fifteen days after the deposit of the second ratification, lies not 
only in the fact that it is the first definite and practical move 
towards freer trade since the depression, and, indeed, for some 
years before that. An essential feature of the agreement is that 
it is open to the adhesion of all States on a footing of complete 


1 The limit below which duties on agricultural goods shall not be reduced has 
not yet been settled. 
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equality. Unlimited and unconditional most-favoured-nation 
treatment is to apply to all the contracting parties. It is clear, 
therefore, that the Belgo-Dutch initiative may possibly be 
developed into a collective treaty for the reduction of tariff 
duties and the removal of other trade restrictions as recommended 
by the Economic Committee of the League in pursuance of 
discussions at the World Economic Conference of 1927. 

While the provisions of the treaty include an obligation not 
to raise duties against other States to which the contracting parties 
are bound by commercial Conventions, the right is reserved to 
impose further duties if such States further increase their duties 
or impose more restrictions on trade. There is, therefore, a 
possibility of a preferential regime developing in favour of those 
States which adhere to the Convention. Moreover, it is possible 
that the Convention may involve some modification of existing 
most-favoured-nation clauses in existing treaties with States 
which do not adhere to the Convention. 

While an important lead has been given in the direction of 
freer trade, it is not yet certain how far this initiative will be 
successful. In the meantime, outside Belgium, Luxemburg and 
the Netherlands, no progress has been made in the removal 
either of tariffs or of exchange controls and similar restrictions 
upon international trade. On the contrary, these continue to 
multiply, and the strangling of international trade which results 
becomes a greater and greater obstacle to economic recovery. 

This Survey closes, therefore, at a time when important 
steps towards political settlement and economic reconstruction 
have been taken and others are in preparation. It is too soon 
to appraise the results that have so far been achieved; but a note 
of cautious optimism is sounded by the first reactions of the 
stock exchanges. Relief is perhaps a better word than optimism. 

It is hoped that further disaster may have been averted ; but 
the problems still awaiting solution are many and difficult. * 
Even when business enterprise is freed from the political and 
psychological burdens that have weighed heavily upon it, the 
reconstruction of economic activity will still entail laborious 
and continued effort. 




STATISTICAL APPENDIX 


Table L 


Changes in the Quantum of Trade by Classes of Commodities. 1 
(Base : 1913 = 100.) 

France. 


Year 

Area 

Prices 

; Imports | 

Exports 

Food 




Food 

Raw 

Materials 

Manu¬ 

factures 

Total 

1913 

Pre-War 


100 

100 

100 

100 

100 

100 

100 

100 

1919 



162 

74 

216 

121 

42 

30 

53 

45 

1920 



127 

82 

200 

114 

80 

59 

100 

86 

1921 

Post- 

1913 

99 

68 

103 

82 

76 

65 

94 

83 

1922 

War 


118 

98 

127 

108 

66 

78 

95 

86 

1923 



124 

103 

108 

109 

92 

i 83 

114 

103 

1924 



130 

112 

108 

115 

108 

89 

135 

119 

1925 



113 

107 

94 

106 

91 

99 

142 

124 

1926 

Saar 

1924 

113 

114 

100 

111 

97 

101 

156 

134 

1927 

incl. 


130 

112 

76 

109 

96 

121 

167 

146 

1928 



119 

119 

105 

116 

116 | 

120 

168 

148 

1929 


Pre¬ 

131 

130 

143 

133 

111 

116 

169 

147 

1930 


ceding 

137 

134 

179 

143 

114 

108 

145 

131 

1931 


years 

181 

118 

165 

141 

89 

95 

124 

112 


Percentage distribution by classes of total imports and total exports : 
1913 |_| [ 21.6 | 58.7 | 19.7 [ 100 | 12.2 | 27.0 | 60.8 | 100 


Ge many. 


Year 

Area 

Prices 

Imports 

Exports * 

Food* 

Raw 

Materials 

Manu¬ 

factures 

Total * 

Food* 

Raw 

Materials 

Manu¬ 

factures 

Total* 

1913 

Pre-War 


100 

100 

100 

100 

100 

100 

100 

100 

1922 






59 




61 

ifcMel 


1913 




45 




53 

1924 

Post- 


75 

55 

81 

63 

33 

35 

59 

51 

1925 

War, 


97 

76 

101 

84 

38 

64 

70 

65 

1926 

excl. 


94 

67 

73 

74 

41 

89 

76 

75 

SHI 

Saar 


112 

100 

139 

107 

35 

84 

84 

l 79 

1928 


Pre- 

108 

98 

134 

104 

52 

90 

i 94 

89 

1929 


ceding 

101 

97 

123 

100 

67 

100 

106 

101 



years 

92 

88 

103 

90 

56 

93 

102 

98 

1931 



78 

76 

81 

76 

55 

72 

93 

89 


Percentage distribution by classes of total imports and total exports : 
1913 | | | 26.1 | 58.3 | 12.9 | 100 | 10.6 | 22.5 | 66.8 | 100 

1 All figures relate to special trade. Classification differs from country to country and comparison 
between countries is therefore invalid. 

* Reparation payments in kind included. 

* Living animals excluded. 

4 Living animals included. 
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Table 1 (concluded). 

Changes in the Quantum of Trade by Classes of Commodities. 

(Base : 1913 = 100.) 

United Kingdom. 




Percentage distribution by classes of total imports and total exports: 
1913 42.3 I 31.3 26.0 I 100 I 6.5 12.6 I 78.8 100 


1 Including living animals (not for food) and parcel post. 

Sources : 

France : Indices qiniraux de mouvemenl tconomique de la France , page 117 ; Bulletin de la 
Statislique gintrale de la France. 

Germany : Monatliche Nachtveise ubcr den auswdrtigen Handel Deutschlands ; Siatistisches 
Jahrbuch fur das Deutsche Reich , 1926-1931. 

Great Britain : Board of Trade Journal , 1923-1931. Bureau of Foreign and Domestic Commerce: 
United Kingdom. Washington. 1931. 
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Table II. 

Index of World Production of Foodstuffs and Haw Materials, 
1881-85 lo 1909-18 (A). 


CommodiR 

Quantum 
ol Production 

c 

Price 

in $ 

per unit 

Value of Production 
at 1913 Prices ($) 9 

Unit 

(000,000\) 

a 

1881-83 
Year I v 
average 

b 

1909-13 

Yearly 

average 

d 

1881-85 

Yearly 

average 

c 

1909-13 

Yearly 

average 

1. 

Wheat . . 


quintals 

1 6*2 

’ 1,007 

2.22 

2,131 

3,542 

2. 

Rve . 


quintals 

• 212 

r > 152 

2.88 

1,327 

1,751 

:i. 

J iarloy . . 


quintals 

1 221 

r> 102 

2 It 

473 

818 

4. 

Oats . . . 


quintals 

1 275 

* 078 

2.59 

971 

1,704 

4 1 . 

Maize 


quintals 

1 582 

a l.ooT 

2.53 

1,472 

2,(599 

6. 

Coffee . . 


quintals 

* 0.0 

■ 11.2 

21 15 

129 

240 

7. 

Cocoa . . 


quintals 

0 5 

’ 2 1 

28 70 

14 

(59 

8. 

Tea . . 


quintals 

■ 1.6 

5 8 8 

36.12 

58 

138 

9. 

tobacco 


quintals 

1 7 9 

12 o 

28.22 

223 

3(57 

10. 

Foodstuffs 


quintals 




6,798 

11,361 

11. 

Lot ton . . 


quintals 

1 IS. > 

* 18.1 

28.00 

518 

1,347 

12. 

Wool . 


quintals 

> 8.<) 

12.1 

13.25 

317 

581 

12. 

Silk. . . . 


quintals 

1 0 092 

■ 0.250 

7.166 

(59 

191 

1 1. 

Pig-iron . . 


metric tons 

* 1 1.8 

s 172 

11.45 

21 1 

249 

15. 

SI eel . . . 


metric tons 

5 52*8 

- 05.2 

25.38 

152 

1,655 

Id. 

Silver * 


! ku. 

‘ 2 0b 

, ‘ 7.01 

* 19.22 

51) 

135 

17. 

Copper^ 


'metric toilsi 

1 0.2.1 

<> o |)7 j 

336.62 

(57 

327 

IK. 

Tin < . . . 

imetrie tons 

1 0.016 

| «> 0.122 

929.55 

42 

125 

19. 

Zinc * 


metric toils 

1 0.29 

1 •> o 08 

12(5.34 

37 

124 

20. 

Lead * . . 


metric tons 

1 0.15 

1 1 1 16 

93.19 

12 

108 

21. 

Aluminium J 


metric tons 

< 0 00001 

i fi o.ob i 

521.2 

0 1 

33 

22 

Nickel * 

. . hnetrie tons 

1 0.0015 

• 0 310 

837.7(5 

1 J 

26 

sV. 

Coal and lig 

nite 

Metric Ions 

’ 297 

!“ 1.212 

2 13 

9(55 

2,945 

21. 

Petrol. . . 


metric tons 

- 1.58 

’ 15.90 

(5.72 

31 

308 

25. 

Rubber 


metric Ions 

- 0 015 

1 7 0 125 I 

1,349 5 

20 

169 

20. 

Potash . 


metric tons 

' 1.01 

" 9 02 

23.82 

25 

229 

27. 

Raw materials . 





2,589 

8,552 

28.- 

Total foodstuffs 








and raw 

mi- 








terials. . 






9,389 

19,913 


_ * Production in 1885 and 11)18. 

(.1) Sources of Estimates : 

1 Sundbiirg : Apcrftis statistiques inlcrnahonaiix , Stockholm, 1008. 

3 Statistique g^m'rale do la France : Annuaire slatistique, Paris, 1931. 

3 Estimated on the basis of incomplete figures of national production^supplemented by trade 
statistics ; see also V Annuaire statistique franca is and Page : Commerce and Industry , London, 1911), 
Statistical Tables. 

4 Suiidbarg gives 20,700,000 tons for 18S1-85. As all steel at that time was made from pig-iron, 
5,900,000 tons, the average steel production in that year, has been deducted m order to arrive 
at the production of pig-iron exclusive of that used for steel production. 

* International Institute of Agriculture Year-Book ; see also League of Nations International 
Statistical Year-Book , 1928. 

• League of Nations International Statistical Year-Book , 1928. 

7 Stutistique generate de la France : Annuaire statistique. 

• It is estimated that 75 per cent of the world pig-iron production in 1909-13 was used for 
steel production. 

* Prices used for calculating the League of Notions’ Index of World Production of Foodstuffs 
and Raw Materials. 
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Notes in Circulation, 1929 to 1932. 
























Hungary. Bank Pengo 501 469 423 370 370 

India. State Rupee 1,794 1,613 1,793 1,548 1,685 

Irish Free State . . . Currency Commission £ 14.2 14.3 13.4 13.7 

Italy. Bank Lira 16,774 15,680 14,295 14,722 

















Situation of the State Debt of Various Countries at tiik Rnd of the Financial Year 1930 (1930-31) 
OR NEAREST AVAILABLE DATE. EXPRESSED IN U.S.A. DOLLARS (000,000 ’s). 

















Table V. 

State Debt Service, Population and Trade of Various Countries during the Financial Year 1930 

(1930-31), expressed in U.S.A. Dollars (000,000's). 
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Table V (concluded). 

State Debt Service, Population and Trade of Various Countries during the Financial Year 1930 

(1930-31), expressed in U.S.A. Dollars (000,000’s). 
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loumania. — Trade includes bullion. 

pain. — Population includes that of Canary Islands. 

Lustralia. — General trade. Includes bullion and specie. 
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Table VI. 

Summary of the Principal Measures adopted since September 1st, 1931, 
which affect International Trade and the Balances of Payments. 

(Compiled from information available to the Economic Section of the 
League of Nations at the middle of July 1932.) 



September 1931 

| October 1931 

November 1931 

1. Abandonment of Gold Stan¬ 
dard or Prohibition of Gold 
Exports. 

Bolivia 

United Kingdom 

Colombia 

Denmark 

Egypt 

India 

Irish Free State 
Norway 

Portugal 

Sweden 

Canada 

Finland 


2. Control of Foreign Exchan¬ 
ges . 

Denmark 

Greece 

Hungary 

Persia 

Argentine 

Austria 

Brazil 

Bulgaria 

Czechoslovakia 

Estonia 

Finland 

Latvia 

Turkey 

Yugoslavia 

Bulgaria 

Czechoslovakia 

Estonia 

South Africa 

3. Export bounties. 


South Africa 



4. General 
increase (all 
items). . . 


India 

South Africa 

Netherlands 

Import Duties, 
Taxes imposed, 
Consular fees, 
etc. 

5. Increases on 
individual 
items . . . 

Argentine 

Colombia 

Egypt 

Italy 

Latvia 

Poland 

Argentine 

Australia 

Canada 

Czechoslovakia 

Denmark 

Egypt 

Lithuania 

Poland 

Roumania 

Belgium 

United Kingdom 
Bulgaria 

France 

Persia 

6. Import quotas or licensing 
systems. 


Brazil 

Latvia 

! Denmark 

Turkey 

7. Milling regulations .... 

Finland 



8. Import monopolies . . . . 

Persia 

Uruguay 

Estonia 

9. Import prohibitions .... 

Colombia 

France 

Latvia 

i 

10. Moratoria on External Public 
Debt Sendee. 

Brazil 

Bolivia 


11. Moratoria on External Com¬ 
mercial Debt Service . . . 

Uruguay 


• 
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Table VI (continued). 




j December 1931 

{ January 1932 

j February 1932 

1. Abandonment of Gold Stan¬ 
dard or Prohibition of Gold ! 
Exports. 

Japan 

! 

New Zealand 
(Gold coin not 
to be exported) 

1 

j Costa Bica 
| Ecuador 

2. Control of Foreign Exchan¬ 
ges . 

Brazil 

Bulgaria 

Chile 

Italy 

Norway 

Venezuela 

Czechoslovakia 
Nicaragua 
, South Africa 
Turkey 

1 Yugoslavia 

1 

, Denmark 
Nicaragua 
Roumania 
! Spain 

J Uruguay 

3. Export bounties. 


South Africa 



4. General 
increase (all 
items) . . . 

*v 

Brazil 

Norway 

Australia 1 
Finland 

Persia 

Portugal 

Siam 

Import Duties, 
Taxes imposed. 
Consular fees, 
etc. 

5. Increases oil | 
individual 
item* . . . i 

United Kingdom 
Colombia 
Czeehoslo\ akia 
Estonia 

France 

Lithuania , 

Switzerland 

Austria 

Colombia 

Germany 

Hungary 

Irish Free State | 
Italy 

Poland 

Salvador 

Switzerland 

Belgium 
i Estonia 
, Germany 

Italy 

Lithuania 

Mexico 

South Africa 

1 Sweden 
Switzerland 
Venezuela 

6. Import (pintas or licensing 1 
systems. 

Estonia 
i France 

1 Japan l 

Latvia 
Netherlands 
( Spain 

Czechoslovakia 

Estonia 

France 

Hungars 

Netherlands 

1 Denmark 
i France 
i Italv 

Latvia 

Persia 
i Poland 

Portugal 

1 Switzerland 

7. Milling regulations .... 


Italy 

l 

8. Import monopolies . . . . j 

| Estonia 

! 

Sweden 

0. Import prohibitions .... 

Colombia 

Latvia 

Poland 

i 

Latvia 

10. Moratoria on External Public 
Debt Service. 

Hungary | 

Uruguay j 



11. Moratoria on External Com¬ 
mercial Debt Service . . . 



Germany 


1 Includes some reductions. 
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Table VI (continued). 


j March 1932 

April 1932 

May 1932 

t . Abandonment of Gold Stan¬ 
dard or Prohibition of Gold \ 

Exports. 

Greece 

Bolivia 

Greece 

Japan 

Peru 

Siam 

2. Control ol 
ges • . . 

Foreign Evhan- 

| Austria 
j Bulgaria 
Yugoslavia 

1 Argentine 
i Bulgaria 

1 Chile 

| Czechoslovakia 

1 Ecuador 
i Latvia 

J Boumania 

2. Export bouiitu . .... 

| Colombia 
| South \lrica 

1 South Africa 

i 

i 



t. (iener.il 
increase (all 
items) . . . 

I Belgium 

I I huled Kingdom 
i Poland 

j South \fnea 
' \ cne/uela 

| France 

V s \ 

Czeehosiov akia 
Egvnt 

Import Duties, 
Taxes imposed. 
Consular tees, 
etc. 

■>. Inn eases on 
mdi\ idual 
items . . . 

Bolivia 
, Bra/d 

Egvpt 

i Estonia i 

I* ranee j 

Guatemala 

India 

Irish brec Mate 

Mexico 

Netherlands 

Boiimama 

Salvador 

Spain j 

i Belgium 

I'm led Kingdom 
Canada 1 

China 

Egv pt , 

Irish bp-e Stale ! 

Italy 1 1 

Mexico j 

Netherlands j 

Spain i 

Sweden 
l rii gu ax 

Belgium 

United Kingdom 
Chile 

Greece 

Irish Free State 
Italy 

Mexico 

Sw oden 

(}. Import quotas or licensing 
systems. 

1 

1 Belgium 

Czechoslov akia ( 
1- ranee 

Hungary j 

Netherlands | 

Norway 

Bomnania 

Swit/erlaml 

Austria 

Belgium 

Czechoslovakia 

Hungary 

Netherlands 

Australia 

Austria 

Belgium 2 

Czechoslovakia 

Greece 

Hungary 

7. Milling regulations . . . . J 

Czechoslovakia > 

France 1 i Italy 1 

Portugal 

8. Import monopolies .... 

Estonia * 

Estonia | 

Lai via 

Switzerland j 

Estonia 

fl. Import prohibitions .... j 

Greece | 

10. Moratoriu on External Public- 
Debt Service . 

Chile 

Salvador '> 

1 

Greece 

Latvia 1 

Yugoslavia 

11. Moratoria on External Com- j 
mercial Debt Service . . . 

Chile j 

Salvador 

Yugoslavia 

j 

_1_ 


1 Includes some reductions. 

* For further details, see documents K.757 and supplements and E.780. 
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Table VI (concluded). 



June 1932 

July 1932 

1. Abandonment of Gold Stan¬ 
dard or Prohibition of Gold 
Exports. 



2. Control of Foreign Exchan- 
ges. 

Brazil 

Chile 

Lithuania 

Poland 

3. Export bounties. 



Import Duties, 
Taxes imposed, 
Consular fees, 1 
etc. 

4. General 
increase (all 
items) . . . 

Japan 

Estonia 

Lithuania 


5. Increases on 
individual 
items . . . 

United Kingdom 
Denmark 

Egypt 

Germany 

Italy 

Norway 

Roumania 

United Kingdom 
Irish Free State 
U.S.A. 

6. Import quotas or licensing 
systems. 

Belgium 

Hungary 

Switzerland 

Austria 

France 

Hungary 

Latvia 

Switzerland 

7. Milling regulations .... 

France 


8. Import monopolies .... 

Uruguay 


9. Import prohibitions .... 

Greece 

South Africa 

Turkey 

10. Moratoria on External Public 
Debt Service. 



11 . Moratoria on External Com¬ 
mercial Debt Service . . . 




The list above does not claim to give a complete picture of the measures taken to 
control international trade. It is compiled from information available at Geneva In 
the middle of July and may not include measures taken in distant countries in recent 
months. It does not include : 

(a) The measures taken by nearly all countries with a view to exercising super¬ 
vision over the trade in arms and war material, narcotics and certain products considered 
injurious to health, immoral literature, etc., or measures of protection against human 
or animal epidemics, diseases of plants, etc. ; 

(b) The special measures regulating certain forms of trade between neighbouring 
countries (frontier quotas, etc.); 

(c) The supervision of the export trade in certain goods to countries which have 
the system of “ importation bonds ” (Einfuhrscheine) or “ exportation bonds ” (Aus- 
fuhrscheine). 
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